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INTRODUCnCN 

This  chapter  excimines  the  financial  performance  of  the  S/HMDs  during  the 
initicil  phase  of  the  demonstration  v4ien  the  S/HMDs  were  not  fully  at  financial 
risk.  The  intent  was  to  identify  factors  that  seem  to  ccntritute  to  the 
initial  planning  and  operation  of  financially  successful  S/HMDs.  Success  in 
this  demonstration  was  defined  as  providing  access  for  members  to  appropriate 
services  of  hi^  quality,  v*iile  at  the  same  time  controlling  iitilization  and 
expenditures  to  ensure  the  financieLL  viability  of  the  organization. 

Althou^  the  findings  of  this  study  were  based  on  observations  of  only 
four  S/HMD  organizations  during  the  initial  start-15)  period,  a  number  of 
general  conclusions  were  drawn.  The  findings  indicated  the  inportance  of  the 
sponsor  having  a  clear  strategic  plan  and  a  vision  of  how  the  S/HMD  model  fit 
with  the  organization's  design  for  the  future.  S/HMD  operational  success 
further  depended  on  its  efficient  integration  into  a  financially  viable 
risk-based  health  medntenance  organization  (HMD) . 

This  chapter  descrihes  the  effects  of  the  organizational,  managanent,  and 
provider  arrangements  on  the  financial  performance  of  the  S/HMD 's  including: 
total  gains  and  losses,  S/HMD  risk  arrangements,  service  vitilization  and 
esqjenditures,  and  revenues.  Four  areas  of  expenditures  are  examined:  hospital 
ir^jatient,  anitulatory  care,  chronic  care,  and  administrative  services. 
Revenue  sources  —  Medicare,  premiums,  copayments,  and  Medicedd  —  are  also 
examined.  The  overall  effects  of  these  financial  outocroes  on  the  viability  of 
the  S/HMD  organizations  are  discussed. 

MEIHODODDGY 

This  chapter  covers  the  first  30  months  of  project  operation  frcm  January 
1985  throu!^  June  1987.  Much  of  the  statistical  data  presented,  however,  only 
covers  the  first  24  months  of  operational  experience  because  data  beyond  that 
period  were  not  available  at  the  time  the  report  was  ccnpleted. 

Qualitative  data  were  collected  throui^  interviews  with  S/HMD  officials 
at  each  demanstration.  These  officials  inclxided:  S/HMD  executive  directors 
and  key  administrative  staff,  S/HMD  marketing  directors,  selected  S/HMD  board 
members,  and  former  S/HMD  staff.  The  interviews  were  conducted  in  person 
three  times  between  January  and  December  1986,  and  once  by  telephone  in  spring 
1987.  Interviews  focused  on  key  organizationeLL  factors  known  to  be  related  to 
the  success  of  pr^iaid  health  plans  (Iamb  and  Associates,  1980;  Lewin  and 
Associates,  1986;  Slabosky,  1981).  Correspondence,  contracts,  boeird  minutes, 
reports  by  the  sites,  audit  r^xDrts,  and  other  documents  were  also  collected 
and  analyzed.  Particular  enphasis  was  placed  on  examining  how  corporate 
orgcinization,  management,  and  provider  arrangements  influenced  S/HMD  financial 
performance.  A  third  factor  contributing  to  project  success  —  marketing  and 
enrollments  —  was  addressed  in  Qiapter  2. 

Quantitative  data  were  collected  from  the  S/HMD  sites  regarding  mecisures 
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of  S/HMD  performaiice  (i.e.,  acute  and  chronic  care  service  use,  revenues,  and 
expenses) .  Unaudited  quarterly  and  special  r^jorts  sutmitted  by  the 
demonstrations  to  the  Health  Care  Financing  Administration  were  the  primary 
source  of  aggregate  statistics  on  utilization  and  financial  data.  The 
utilization  and  expenditure  data  were  subject  to  many  later  adjustments  by  the 
sites  thrcu^  November  1987.  Further  adjustments  are  expected  after  axidits 
are  completed  and  audit  settlements  are  made  with  the  Heedth  Care  Financing 
A±iiinistration  (HCEA) . 

EACKSROUND 

The  S/HMD  demonstrations  are  new  organizational  entities  fomed  by 
existing  organizations.  In  establishiiig  the  demonstratic3n  sites,  Brandeis 
University  and  HCEA  agreed  to  test  the  S/HMD  nodel  in  four  different  market 
environments.  Ihe  S/HMD  organizational  models  were  developed  by  two  types  of 
sponsors: 

o   TV)D  established  HMDs:  a  successful,  established  health  maintenance 

organization  (HMD)  (i.e..  Kaiser  Northwest)  in  Portland,  Oregon;  and  a 
partnership  between  a  mature  HMD  and  an  experienced  direct  long  term  care 
service  provider  (i.e.,  Grcvp    Heeilth,  Inc.  and  Haenezer  Society);  in 
Minneapolis-St.  Paul,  Minnesota. 

o   Two  types  of  long  term  care  agencies:  Metropolitan  Jewish  Geriatric 

Center,  Inc. ,  a  direct  services  provider  in  Brooklyn,  New  York  and  SCAN, 
a  long  term  care  service  broker  in  partnership  with  a  large  mediced 
center  in  Long  Beach,  Ceilifomia. 

Ihe  S/HMD  demonstration  tested  certain  basic  organizational  and  financing 
features.  First,  a  full  range  of  acute  and  chronic  ceire  services  were  to  be 
provided  thrcu^  a  single  organizational  structure.  Second,  the  cansolidaticwi 
of  services  with  a  coordinated  case  mai^gement  system  was  ej^jected  to  zlLIow 
the  organizations  to  inoprove  access  to  and  appropriateness  of  services 
delivered.  Third,  the  S/HMDs  were  to  serve  a  cross-secticn  of  the  elderly 
pcpilation  including  the  functionally  inpedred  and  uniipeiired  elderly. 
Fourth,  the  S/HMDs  were  financed  on  a  prQ)ciid  capitation  basis  by  pooled  funds 
from  Medicare,  Medicaid,  and  member  premiums.  Finally,  the  S/HMDs  were  to 
share  the  initial  financial  risks  and  eventually  were  expected  to  assume  full 
financial  risk  for  service  costs  at  the  end  of  the  first  30  months  of  the 
demonstration. 

IMPACT  C»T  FINANCIAL  PERPOFMANCE 

In  the  early  1980s,  following  only  a  few  basic  principles  increased  the 
prcbability  of  success  for  a  pr^said  health  plan.  One  of  these  principles  was 
to  enplcy  effectively  utilization  review  or  reimbursement  incentives  to 
control  hospital  utilization  and  ke^  it  20  to  30  percent  below 
fee-for-service  levels.  In  the  increeisingly  ccnpetitive  markets  of  the  late 
1980s,  controlling  hospital  use  was  still  necessary  to  successful  financial 
performance  of  a  pr^jaid  heeilth  plein,  but  it  is  no  longer  sufficient  for 
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assuring  sucxsss.  Success  must  include  ocntrolling  ambulatory  care, 
administrative  and  other  costs  as  well  as  ensuring  an  adequate  number  of 
members.  The  S/HMDs  had  the  added  requirement  of  controlling  their  chronic 
and  expanded  care  utilization  and  expenditures. 

A  review  of  data  drawn  f  rem  unaudited  S/HMD  quarterly  reports  submitted 
to  HCFA  revealed  the  relationship  between  the  S/HMD  organizationcil 
characteristics  and  cutput  measures  of  performance  (i.e.,  utilization  and 
ej5)enditures) .  Two  findings  emerged  frcm  this  review.  All  S/HMDs  wer«  able 
to  contiiin  hospiteLL  use  at  or  belcw  their  own  budget  projections  and  at  levels 
belcw  the  average  levels  provided  to  fee-for-service  Medicare  beneficiaries  in 
their  canmunities.  All  the  S/HMDs  were  also  able  to  control  their  chronic, 
expanded  care,  and  case  management  costs  within  their  budgeted  levels, 
edthcu^  there  were  substantiad  differences  in  ejq^enditures  across  sites. 

All  the  S/HMD  demonstration  sites,  however,  lost  substantizLLly  more  than 
they  expected  to  lose  during  their  first  24  months  of  operation.  At  three 
sites,  these  losses  were  primarily  attributable  to  hi^  start-v^j  and 
administrative  costs,  cot^aled  with  much  lower  than  projected  enrollments 
(i.e.,  considerably  less  revenue) .  At  Medicare  Plus  II,  the  losses  wer^  on 
the  Medicare  covered  services  and  not  on  chronic  care  services  v*iere  a  savings 
was  achieved.  Plan  losses  were  not  directly  related  to  iirplementir^  the  S/HMD 
concept  (i.e.  providing  Ccise-managed  chronic  cetre  services  to  functioneilly 
inpaired  seniors  under  prepciid  health  care  arrangements) . 

Wder  demonstration  protocols,  plan  losses  were  mitigated  by  risk  sharing 
arrangements  among  the  demonstrations,  the  Health  Care  Financing 
Administratiai  (HCFA) ,  and  state  Medicadd  programs.  In  the  absence  of  such 
arrangements,  viiich  covered  costs  associated  with  providir^  acute  and  chronic 
care  services  as  well  as  administrative  e:q)enses  beyond  preestablished  levels, 
it  is  probable  that  at  least  two  of  the  demonstrations  would  have  ceased 
operations  (Elderplan  and  SCAN  Health  Plan) .  To  test  the  S/HMD  oonc^jt  at  two 
of  the  fcur  demonstration  sites,  HCFA  underwrote  the  start-ijp  costs  and 
initial  operating  deficits  for  two  organizations  that  established  new  HMDs  as 
well  as  for  S/HMDs  demonstration  activities. 

NET  GAINS  AND  DDSSES 

Table  1  shews  the  net  gains  and  losses  for  each  of  the  S/HMDs  for  1985 
cind  1986.  Seniors  Plus  esqjerienced  losses  of  over  $1.5  million  during  its 
first  two  years  of  operations.  Elderplan  ej^jerienced  the  greatest  losses,  $2 
million  in  1985  and  $3.4  million  in  1986.  SHP  losses  were  slii^tly  greater 
than  $1.5  million  in  1985  and  $1.2  million  in  1986.  Medicare  Plus  II 
ejqserienced  a  net  gain  during  1985  and  1986  of  $654,840  for  its  chronic  and 
expanded  ceire  services  (those  additioneil  S/HMD  benefits) ,  but  e:q)erienced  an 
overall  loss  of  $854,182  during  the  period  because  of  the  $1.4  million  in 
losses  on  its  Mediccire  covered  services.  All  of  the  statistics  eire  subject  to 
fined  financicil  and  audit  adjustments.  [1] 

Serdors  Plus  attributed  its  losses  primarily  to  hi^  mcurketing  and 
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r;/iffln  nkm'  (;mn  or  ior.3  for  1985  and  1986 


Rltierplan  Medicare    Plus    11  [a]  SCAN   Health    Flan    (SHP) Seniors    Plus[b1 

Tqa^"^ VW- 1 985  1 986  1985  1^^  '985  1 986 


Total    Mo.b.r   Months  5.^10  19.640  P0.085  47,825  6.704  19.827  2.859  15.7.0 

Total    Revenue.    PM™  307.54  ?91  .  58  255.11  275.34  334.45  351.68  2,7.70  224.84 

(Total    Revenue)  ($1,633,024)  ($5,726,551)  ($5,123,953)  ($13,072,459)  ($2,242,159)  ($^,972,727)  ($679,571)  ($3,534,260^ 

Total    Rxpenditures   ™m  683.96  464-38  267.23  286.11  550.95  413-44  420.87  286.82 

(Total    Expenditures   Plus  ($3,631,846)  ($9,120,503)  ($5,367,315)  ($13,683,211)  ($3,693,592)  ($8,197,206)  ($1,203,272)  ($4,508,478) 

Reserve.^) 

Total    r.ain   or   Loss    ™™  -376.43  -172.81  -12.12  -12.77  -216.50  -61.76  -103.18  -61.98 

Net    Gain   or   Loss  (-$1,998,822)  (-$3,393,952)  (-$243,430)  (-$610,752)  (-$1,451,433)  (-$1,224,479)  (-$523,701)  (-$974,218^ 


Source:      S/(fMO   Demonstration   Projects.      Quarterly   Reports,    1985,    1986.      These   are   unaudited    data   and    subject    to    later   adjustments. 

[al    The    total    amount   of   savings    from    the   chronic    care    component    of  Medicare   Plus   11  was  $654,840   for  1985   and    1986.      These    funds  were    placed    in 
JL  a    benefit   stabilization    fund    for   later  use    by   the    project.      The   actual    expenditures   for   the   Medicare   covered    benefits    including   acute   and 

•  ambulatory  care   was    the   ACR.      However,    the   AAPCC   was    lower    than   expected,    resulting   in  a    loss   of  $1.4   million.      The   savings   from    the   chronic 

care    did    not   offset    the   losses.      The   overall    loss   was  $854,182    for  1985   and    1986. 

[bl    Seniors   Plus   data   may  not   be   complete   because   of  accounting    procedures. 


administrative  eu^jenditures  and  low  enrollment.   Seniors  Pltis  utilization  and 
ejqjenditures  for  services  were  generally  low  and  within  its  target  range. 
Elderplan  aLLso  attributed  its  initial  losses  prinarily  to  hi^  administrative 
and  marketing  costs.  Elderplan  also  had  hi^  hospital  and  other  service 
expenditure  costs.  Elderplan  enrollment  was  substanticilly  lower  than  expected. 
for  the  period,  especially  its  Medicciid  enrollment,  so  that  its  expenditures 
were  hi^ier  than  planned.   SHP  ejq^erienoed  losses  of  sli^tly  over  $2.7 
milliCTi,  vAiich  were  also  related  to  enrollments  that  were  substantially  lower 
than  expected.  Service  expenditures  as  well  as  administrative  and  marketing 
costs  were  also  hi^  at  SHP. 

As  Medicare  Plus  II  had  planned,  its  actual  eiqjerience  was  one  of  saving 
money  on  long  term  care  services  during  the  first  22  manths  (1985  and  1986)  — 
with  a  total  savings  of  $654,840.  Initially  a  benefit  stabilization  fund 
(BSF) ,  setting  aside  $.20  pipn,  had  been  planned,  but  was  not  established. 
VJhen  savings  were  realized  at  the  end  of  1986,  Kaiser  Permanente  (KP) 
Northwest  requested  and  received  approval  tram  HCEA  to  establish  the  fund. 
Medicare  Plus  II  did  not  plan  to  place  any  funds  into  the  BSF  durirg  1987,  but 
agreed  that  any  surplvis  remciining  in  the  BSF  at  the  end  of  the  demanstration 
VKxild  be  used  to  offset  the  health  plan  dues  for  S/HMD  menbers  remaining  in 
the  program  at  that  time.  The  losses  on  the  Medicare  covered  services 
inclvding  the  acute,  antulatory  care,  and  other  represented  the  difference 
between  the  KP  Northwest  ACR  (see  Attachment  B)  and  its  ejqjenditures. 

Losses  at  the  three  S/HMD  projects  during  the  first  18  months  were  not 
uneiqjected.  Ihe  projects,  however,  had  hoped  the  losses  would  be  more  limited 
than  they  turned  cut  to  be.  A  1981  stucty  on  the  investments  of  73  HMDs 
reported  that  an  average  investment  of  $2.1  million  was  needed  before  an  HMD 
wculd  break  even  financially  (Goran,  1981) .  Ihis  report  noted  that  the  stciff 
model  needed  the  hi^iest  average  investment  ($3.3  million)  to  break  even, 
viiereas  the  network  model  needed  the  smallest  amount  ($1  million)  (Goran, 
1981) .  This  report  was  consistent  with  results  frcm  the  steiff  model  at 
Elderplan,  viiich  shewed  hi^ier  losses  than  SHP  with  its  IPA  model.  Taking 
into  account  inflation  rates  between  1981  and  1986,  the  initied  S/HMD  losses 
were  not  too  different  from  the  experience  of  earlier  HMDs.  Ihe  S/HMDs  may, 
of  course,  experience  additional  losses  in  1987  and  later  time  periods. 

RISK-SHARI1«S  ARRANGEMENTS 

The  S/HMD  project  was  designed  so  that  HCEA  assumed  the  major  share  of 
financial  risk  during  the  first  30  months  of  the  demcMTstration.  Two  Medicaid 
agencies  were  cilso  willing  to  share  partial  risk  for  the  projects  in  their 
states.  This  arrangement  paid  for  losses  over  and  above  the  financicil  risk 
assumed  by  each  S/HMD  project.  The  initicil  S/HMD  risk  sharing  was  lew,  with  a 
graduated  amount  during  the  second  phaise  of  the  demanstration.  The  total 
S/HMD  risk  ranged  frcm  $425,000-$700,000  for  the  first  30  months  of  the 
project,  d^)ending  vipon  the  initial  risk  proposal  made  by  each  S/HMD.  After 
the  initial  30  months,  each  S/HMD  was  expected  to  assume  the  full  financial 
risk. 
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Table  2  shews  the  actual  risk-sharing  arrangements  acaxiss  sites.  Kedser 
Medicare  Plus  II  developed  a  unique  S/HMD  risk-sharing  model.  Kaiser  was 
fully  at  risk  for  eLLl  acute  and  ambulatory  care  and  other  Medicare-covered 
services  from  the  beginning  of  the  project.  HCEA  was  fully  at  financial  risk 
during  the  first  18  months  of  the  project  for  all  chrcaiic  care  services  not 
covered  by  Ifedicare,  and  Kaiser  was  fully  at  risk  for  the  remsdning  4  ncnths 
out  of  a  total  of  22  months.  Ihus,  HCEA  was  at  risk  for  18/22  and  Kaiser  for 
4/22  of  the  total  losses. 

The  initial  Seniors  Plus  risk-sharing  arrangement  limited  risk  to  a  fixed 
amount  for  the  first  30  months  of  the  demojistration  (see  Table  2) .  [2]  The 
initial  risk  was  shared  by  HCEA  and  the  Minnesota  Medicaid  program,  based  an 
their  estimated  proportion  of  the  total  costs  (63.5%  for  HCEA,  1.5%  for  the 
state  Medicciid  program  and  35%  for  Seniors  Plvis  for  the  initial  loss 
corridor.)  [3]  Beyond  that  level,  Medicare  and  Medicciid  shared  any  remaining 
losses  according  to  their  portion  of  totcLL  third-party  revenues  produced,  and 
the  state  Medicaid  also  paid  for  a  portion  of  the  totail  costs  for  Madicedd 
recipients  with  hi^  costs. 

Ihe  risk-sharing  arrangement  established  by  Elderplan  was  for  a  mav-iTtmni 
of  $150,000  for  plan  losses  in  the  first  18  months  and  $500,000  in  the  second 
12  months.  HCEA  assumed  53  percent  and  the  city/state  Medicedd  program 
assumed  18  percent  of  the  first  $517,241  in  losses.  Beyond  that  level. 
Medicare  and  Medicaid  shared  the  additional  losses  cai  an  80.2-19.8  percent 
ratio,  based  on  the  estimated  portion  of  the  total  third-part^  revenues  each 
was  expected  to  produce.  [4]  The  city  and  state  of  New  York  estimated  that  20 
percent  of  the  area's  aged  population  would  be  eligible  to  join  but  later 
found  that  less  than  12  percent  of  the  aged  population  were  Madicedd 
eligibles.  No  other  state  (and  city)  Medicedd  program  participating  in  the 
demonstration  project  assumed  as  great  a  financial  risk  during  the  first  two 
project  periods  eis  in  New  York. 

New  York  Medicedd  was  inpatient  about  Elderplan 's  failure  to  enroll 
Medicedd  recipients  beca\jse  according  to  the  risk-sharing  agreement  between 
HCEA  and  the  state.  New  York  was  paying  19.8  percent  of  the  total 
risk-sharing  amount.  Eor  the  first  four  quarters,  this  amounted  to  a  loss  by 
the  state  of  $353,981  for  only  hsdf  as  many  Medicaid  enrollees  (10%)  eis  were 
projected.  Because  New  York  was  paying  more  than  it  considered  its  share  of 
the  losses,  it  requested  that  HCEA  renegotiate  the  risk-sharing  agreement  for 
1986-87.  HFCA  did  not  agree  to  a  renegotiation,  arguing  that  a  renegotiation 
would  send  a  signed  to  Elderplan  that  it  need  not  be  concerned  about  meeting 
its  Medicaid  enrollment  goals,  and  mi^t  be  detrimental  to  the  enrollment  of 
Medicaid  members. 

SHP  assumed  a  $200,000  financial  risk  for  the  first  year  (18  months)  and 
$225,000  during  the  second  year  of  operation.  The  Cedifomia  Madicedd 
contract  covered  the  costs  for  each  Medicedd  enrollee  beyond  a  total  of 
$15,000  during  the  first  year.  Since  no  individual  SHP  Medicedd  enrollee  had 
actual  costs  beyond  $15,000,  the  Cedifomia  Medicedd  program  assumed  no 
actued  financied  loss  for  SHP  during  the  first  two  years  of  the  project.  [5] 
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RISK  SHARING  ARRANGEMENTS  P^R    YEARS    1  AND  2  BY  S/HIO  SITE 


Site 


HCFA 


Year   1 


Elderplan[a] 


■Wt 


$150,000 


$500,000 


Medicare   Flue   II[b] 
Vear  5 


Year   1 


53.  1*  up   to  53-  1*  up   to 

$520,833!  $1,736,111! 

80.2*  thereafter     80. 2J  thereafter 


i)/22  of 
chronic   care 
lOBses 

18/22  of 
chronic    care 
losses 


SCAN   fealth    Flan   (SHP)[c] 
Year   1  Year  2 


I^lll   risk 


$200,  000 


paid   all 

losses 

beyond 

$200,000 


$225,000 


paid   all 
losses 
beyond 
$225,  000 


Seniors   Plus[d] 
Year   1  Year  2 


Obtal 

costs   up   to 
$250,000 

sl^ared 
losses   pro- 
portionate 
to    total 
costs 


Tbtal 

costs   up   to 
$500,000 

shared 
losses   pro- 
protionate 
to    total 
costs 


I 
I 


State   Medicaid 


18.  ^%  up   to 
$520,833  in 
losses  I    19.8* 
thereafter 


18.  1*  up   to 
$1,736,  111  in 
losses  t    19*  8f 
thereafter 


[c] 


[c] 


shared    total 
costs 


shared    total 
costs 


Source.      S/mOprograin    HCPA  contracts.      The   first    project   year   «ls    18  ..onths   (January    1985-August    1986)   and    the    second    project   year 
was    12  months   (August    1986-August    1987). 

[a]  The   first   corridor  ffedicaid    loss  vea  $9il.270  and    the   second    corridor  Medicaid    loss  «s  *259. 710  with  ^n   estimated    loss   of  $300,000 
in   the   last   six   months   for  a   total    of  $653,980.      ^fedicare   paid   53-1*  of  the   first  $520,833  in   losses  and   Medicaid    raid    18.  It.      In 
the   second   corridor  of  losses.   Medicare   paid   80. 2J  and   Medicaid   paid    19.8*. 

[b]  HCPA  agreed    to    be    fully   at    risk   for    the   first   year   (18  months)    and    Kaiser   agreed    to    be   fully   at   risk   for   «    months    out    of   the    22- 
month   first   year.      The   HCPA  risk  was   only  for    the   long    term   care   services. 

[c]  SCAN  paid    for  all    losses   up   to   $1,25.000  in    1985  and    1.986.      Beyond    that    level,    Medicare   paid   all    losses.      Medicaid    jald    for   losses 
beyond   $15,000  for  any   individual    Medicaid   member  during    Year   1    but   had   no   risk   sharing   during    Year  2. 

r^l   p...h   <?/mnn«rtner  vas    liable  for  one-half  of   the   financial    risk   for   the   site  for   each  year.      &ch  group  ws   liable  for   its 
^'^   S:Jorti^n   of  t":  costs^    the   tota?   program   bulget   for   the   first   risk  corridor  ($1,059,322).      Beyond    that   level,    fCPA  and    the 
state   shared   all    losses   proportionate   to    their   share   of   total    revenues. 


HCFA  assumed  the  total  financial  risk  b^^ixi  SHP's  initial  risk. 

Because  the  initial  risks  of  the  S/HMDs  were  liitiited,  the  sites  reached 
their  maximim  financial  liability  soon  after  the  projects  began.  Elderplan 
reached  its  roaxinonn  loss  of  $150,000  within  the  first  quarter  and  had  a  loss 
of  $3.5  million  for  the  initial  IS-month  period.  SHP  reached  its  maviTiTTm 
loss  within  the  second  quarter  and  had  a  loss  of  $2.2  million  for  the  18 
months.  Even  Seniors  Plus,  with  more  modest  losses,  reached  its  maximum  loss 
by  the  sixth  quarter  with  an  overall  loss  of  $1.25  million  for  the  18  ncnths. 
After  the  S/HMDs  reached  the  maximum  of  their  financial  liability,  there  was 
little  incentive  to  control  costs  for  the  period,  especially  marketirg  and 
initial  start-i^j  costs  that  were  not  expected  to  continue  later  in  the 
demonstration.  Ihe  S/HMDs  made  heccmiTrr  fully  operational  early  in  the 
demonstration  a  priority  because  they  would  be  fully  at  risk  in  a  short  time. 

SERVICE  UnUZAnCN  AND  EXPENDITURES 

For  purposes  of  ccnparing  costs,  service  vttilization  and  eo^jenliturBS 
have  been  grcwped  into  three  major  categories:  acute  care,  ambulatory  care, 
and  chronic  care  and  expanded  services.  Each  project's  goals  for  utilization 
and  expenditures  are  discussed  in  relationship  to  actual  outccroes.  Ihe  tot2LL 
expenditures  were  a  function  of  utilization  (types  and  amounts  of  services) 
and  reimbursement  rates.  Differences  in  service  ejqsenditures  across  sites 
were  substantial.  Variations  in  S/HMD  member  disability  levels  could  account 
for  sane  of  the  differences  in  utilization  rates  anl  costs  per  member,  but  a 
detadled  analysis  of  the  specific  such  effects  was  beyond  the  scope  of  this 
chc^jter.  Actucd  data  for  Kaiser  Medicare  Plus  II  were  avedlable  only  for 
chronic  care  e^qjenditures,  vAiile  acute  and  ambulatory  care  data  were 
estimated. 

Acute  Care  Hospitals 

Utilization.  Hospital  utilization  patterns  during  the  first  24  months 
are  shewn  on  Tables  3  and  4.  Ifospital  days  of  care  (Table  3)  are  a  function 
of  the  number  of  admissions  times  the  length  of  stay  (Table  4) .  Ihese 
patterns  for  each  S/HMD  are  ccnpared  with  overedl  Medicare  hospital 
utilization  patterns,  vdiich  vary  substantially  by  geogra^iiical  region. 
Brooklyn  had  hi^er  rates  and  Minneapolis/St.  Paul  showed  the  lowest  rates. 

On  the  vAiole,  S/HMD  aggregate  hospitcil  utilization,  as  measured  by  both 
days  of  care  and  admissions,  was  Icwer  than  the  average  rates  for  Medicare 
enrollees  v4io  received  care  on  a  fee-for-service  basis.  These  data,  not 
adjusted  for  differences  in  age,  gender,  and  health  status,  show  that 
Elderplan  and  SHP  had  Icwer  hospital  days  per  1000  member  years  than  average 
Medicare  fee-for-service  hospital  days  in  their  eireas  (54%  and  31%  lower, 
respectively) .  As  new  HMDs,  both  Elderplan  and  SHP  expected  Icwer  utilization 
than  fee-for-service  but  hi^ier  utilization  than  Seniors  Plus  and  Medicare 
Plus  II.  Elderplan  had  targeted  2,700  days/1,000  and  SCAN,  2,000  days/1,000; 
both  were  belcw  their  targeted  levels  in  1985.  Both  had  more  difficulty 
meeting  their  targets  during  the  second  year,  having  a  36  percent  and  16 
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Table  3 

HOSPITAL  DAYS  PER  1000  MEMBERS  PER  YEAR  AT  S/HMD  SITES  C3CMPARED 
TO  AVERAGE  MEDICARE  BENEFICIARY  HOSPITAL  DAYS  PER  1000  AGED  65  AND  OVER 


Average  Annual 


Days  of  Care  per 
1000  Members/Year 
1985 

Days 
1000 

of  Care  per 
Mieambers/Year 
1986 

Care 

Aged 

are  Day  of 

Per  1000 

65^-  1984  [al 

Elderplan               1860 

2533 

3667 

Medicare  Plus  II          1538 

1675 

3185 

SCAN  Health  Plan  (SHP)      1883 

2178 

2685 

Seniors  Plus             1271 

1423 

2581 

Source:  S/HMD  Demonstration  Projects.  Quarterly  R^xjrts,  1985,  1986;  Uipublished  data 
frcm  S/HMD  Demonstrations;  Unpublished  data  from  HCFA  (25-52-84)  Cost 
R^XDrting  Forms. 

[a]  For  Elderplan,  Miedicare  days  of  care  are  for  Kings  County;  for  Kaiser,  the  statistics 
are  for  Multixanah  Qxmty;  for  SCAN,  they  are  for  Las  Angeles  County;  for  Seniors  Plus 
they  are  for  Anoka,  Carver,  Dakota,  Henn^in,  Ramsey,  Scott,  and  Wasingtcn  Counties. 
Days  of  care  were  standardized  by  the  number  of  aged  65  and  over  within  each  geograph 
area. 
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TJible  i| 

HOSPITAL   LENGTH   CF    STAY  AND   AMISSIONS    FER    1,000  MEMBERS    i^R   YEAR 

AT   S/H10  SITES   CCMPARED  TO   AVERACE   MEDICARE   BENEFICIARY   HOSPITAL 

LENGTH   CF    STAY  AND  ADIISSIONS    ffiR    1000  AGED  65  AND  OVER 


Average 

Length   of 
1985 

Stay 

t 

Average 
length   of 
1986 

Stay 

Average  Medicare 

Length   of  Stay 

198i) 

Admlsaions 
1000  Members 
1985 

per 
/Year 

Adm 
1000 

Lesions   per 
Members/Year 
1986 

Average   Annual 
Msdicare    Admissions/ 
1000  Aged   65  + 
198i|[a] 

nderplan 

7.9 

10.2 

13.7   , 
6.7 

235 

21(9 

267 

Medicare    Plus 
II 

6.0 

5.6 

256 

298 

J(78 

SCAN  Health 
Plan   (SHP) 

5.9 

6.7 

8.0 

317 

323 

33Jl 

Seniors    Plus 

5.1 

5.3 

7.6 

235 

227 

339 

Source;      S/fMO  Lemonstration    Projects.      Ojarterly   Reports,    1985,    1986;    Ihpublished   data   from    S/f«0  Ifemonstrations ; 
Unpublished    data   from    HCFA  (25-2-8i|)  Cost    Reporting    Fbrms. 

[a]  Medicare   admissions   were   standardized    by   the   nunber   of  aged   65  and    over  within   each  geographic   area.      Fbr   Elderplan, 
Medicare   admissions   are   for    Kir^s   County;   for   Kaiser,    they  are   for  Multnomah   County;   for   SCAN,    they  are   for   loe   Angeles 
County;  for   Seniors   Hue,   they  are  for   Anoka,    Cfeirver,    likota,    Hennepin,    ftimsey,    Scott   and    Washington   Counties. 


percent  increase,  respectively,  in  days  of  care  between  1985  and  1986. 

The  two  S/IM)s  associated  with  ejqjerienced  HMDs  (Seniors  Plus  and 
Medicare  Plus  II)  were  generally  able  to  keep  hospital  utilization  (days  of 
care  and  admissions)  at  their  targeted  levels.  Iheir  length  of  stay  and 
admission  were  Icwer  than  tiie  average  fee-for-service  rates  for  their  eureas 
and  substanticilly  Icwer  than  the  other  two  S/HMDs. 

Medicare  Plus  II  and  Seniors  Plus  also  showed  an  increase  in  both  days  of 
care  and  admissions  between  the  first  and  second  years.  Kaiser  Pennanente  had 
a  9  percent  increase  in  hospital  days  of  care  between  1985  and  1986  and 
Seniors  Plus  had  a  12  percent  increase.  Seniors  Plus  had  the  lowest  hospital 
utilization  of  all  the  S/HMDs,  in  terms  of  days  of  care,  length  of  stay,  and 
admission  rates  (Tables  3  and  4) . 

Table  5  shews  a  hospital  utilization  ocnparison  of  the  four  S/HMDs  with 
other  TEFRA  HMDs  in  their  respective  areas  in  1986.  SHP  had  the  hi(^Test 
admission  rate  in  relation  to  eill  other  HMDs  and  its  ccnpetitors  in  the  Los 
Angeles  area,  but  it  had  a  short  length  of  stay,  like  other  HMDs.  The  data  on 
Table  5  shew  that  the  HMDs  with  individual  practice  associaticais  (IPAs)  models 
(HMD  Minnesota  and  FHP)  generally  had  higher  hospital  days  per  1,000  than 
other  HMDs  within  their  area.  SCMH  with  its  IPA  model  also  expected  to  and 
did  have  hii^ier  hospital  utilization  rates  (days  of  care  and  admissions  rates) 
within  its  area.  New  HMDs  would  be  expected  to  have  hi^ier  utilization  than 
established  HMDs  and  those  with  large  numbers  of  elderly  v4io  had  been  in  HMDs 
prior  to  age  65. 

Medicare  Plus  II  and  Seniors  Plus  showed  the  lowest  lengths  of  stay  among 
the  S/HMDs  and  selected  TEFRA  HMDs.  Seniors  Plus  also  had  the  lowest 
annualized  hospital  days  among  the  S/HMDs  and  TEFRA  HMDs.  In  general,  the  two 
S/HMDs  sponsored  by  established  HMDs  (Kaiser  and  (Sxn:?)  Heedth)  with 
ejq}erienced  HMD  physician  providers  were  better  able  to  control  hospital 
admissions  and  days  of  care  than  the  two  S/HMDs  with  newly  formed  physician 
provider  groups. 

Expenditures.  Ifospitcil  expenditures  are  a  function  of  reimbursement 
rates  as  well  cis  utilization.  Table  6  shows  the  estimated  average 
reimbursement  rates  reported  by  hospitals  for  the  four  S/HMDs.  The  hospital 
rates  per  day  were  similar  across  sites  in  1985.  The  rates  paid  by  SHP 
increased  by  22  percent  in  1986  but  its  utilization  rates  were  lowered. 
Therefore,  expenditures  for  SHP  in  1986  were  held  virtually  constant,  despite 
the  Icurge  per  diem  rate  increase. 

Table  7  shews  the  hospiteil  euqjenditures  per  member  per  month  (pnopn)  for 
each  of  the  S/HMDs  for  1985  and  1986  (see  Attachment  A  for  detailed  data) . 
Medicare  Plus  II  had  the  highest  hospital  eiqjenditures  of  $122.51  pnpn,  based 
on  its  ACR  estimates  (Attachment  B) .  Its  hospital  costs  may  be  hi^ier  because 
some  administrative  costs  are  included  in  its  estimates,  since  KP's 
utilization  rates  were  genereilly  lcw[6]  and  its  per  day  charges  did  not  appear 
to  explain  its  ejqsenditures. 
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Table  5 

MEDICARE  HOSPriAL  UTrLrZATTICW 
FOR  S/HMDs  AND  FEDERAIIiZ  QUALIFIED  HMDs  FOR  1986 


Brooklyn 

Elderplan[a] 

los  Angeles 

SCAN  Health  Plan  (SHP) 

FHP 

United 

PacifiCare 

Minneapolis/St.  Paul 

Seniors  Plvis 

Grcx^)  Hecilth  Seniors 

Share 

HMD  Minnesota 

EHP 

Med  Centers 

Portland 

Medicare  Plus  II 

Medicare  Plus  (Kaiser-TETOA) 


Annucilized 
Patient 
Days  per 
1,000  Medicare 
Menibers 


2,533 


Annualized 

Hospital 

Admissions  per 

1,000  Medicare 

Members 


249 


Msdiccire 
Average 
Length 
of  Stay 


10.2 


2,178 

323 

6.7 

1,435 

211 

6.8 

1,550 

194 

8.0 

1,483 

■ 

1,423 

227 

6.3 

1,171 

219 

5.3 

1,321 

220 

6.0 

2,027 

294 

6.9 

1,804 

273 

6.6 

1,501 

250 

6.0 

1,675 

298 

5.6 

1,558 

263 

5.9 

Source:  S/HMD  Demonstration  Projects.  Quarterly  Ri^xDrts,  1985,  1986; 

Urpublished  data  for  Federally  Qualified  HMDs,  Office  of  Prepaid 
Health  Care,  Health  Care  Financing  Administration,  1987. 


[a]  No  operational  TEFI^  HMD  in  Brooklyn  in  1986. 
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* 


ICP 

Homemaker 

Pereonal    Qire 

Respite   Aide 
Adult   Iky   Health 


Transportation   Trips 
(one-way  ambulette) 

Skilled    Nursing 


PT,    OT 

Protective   Services 


■ftible  6 

PROVIDER   RATES   BY   S/fHO   FCR    1985  AND  1986 

Elderplan                  rtdioare    Plus   II  SCAN   Health    Plan              Seniors    Plus 

T^H^ 1986            1985            TW^~  1985            Tg56~        1985            m^ 


Ho8pital[a]  '     $^'(6,00        $50D.OO  NA        $711.00       $595.00        $725.00        $1)92.00        $526.00 

SNP 


165.00        .165.00  96.00  85.00-       210.00  210.00  11D.00  110.00 

■K)5.  00 


68.00 

68.00 

1)0.00- 
85.00 

1)0.50- 
109.  00 

65.00 

65.00 

51.00- 
71).  00 

1)9.00- 
76.00 

6.50 

6.50 

5.00- 
13.50 

6.00- 
13.50 

8.50 

8.50 

8.56 

8.50 

13.25 

13.25 

6.00- 
11).  00 

6.00- 
11).  00 

9.75 

9.75 

11).  80 

ID.  50 

m 

NA 

NA 

NA 

8.50 

8.50 

6.00 

6.00 

NA 

NA 

18.00 

15.00- 
35.00 

112.50 

1)2.50 

27.00 

27.00- 
32.00 

15.00 

15.00 

5.00- 
38.00 

5.00- 
16.20 

25.00 

25.00 

35.00 

26.00 

53.23 

53.23 

15.00- 
75.00 

10.00- 
75.00 

3H.22 

31).  22 

1)5.00 

50.00 

1)3.00 

1)3-  00 

75.00 

75.00 

30.50- 

30.50- 

1)5.00 

50.00 

KA 

NA 

NA 

NA 

NA 

NA 

NA 

22.00 

Sources      S/ «10  unpublished    data,    1985  and    1986. 

[a]   Rate  excluded    emergency  and   ancillary  care   services,  except   for   SHP  in    1986. 


1 
f 

I 


Tnhle  ^ 


KXI'KNDf'niC-';-    PKH    Ml-WBKI'    KH    Mn"TH    frMl"")     KOK    SKLKCTKn   SERVl'^fr.    AT   S/UMO   SITKr.    Knn    I've.    ANIi    I'lt'f- 

f  PiTf 'Ti  t^r.''    "''    tntHl     .^ost     in    pa  r"ii  t  h-'si's'' 


I  OR 


(■"Id  IT  pi  'in 


Wi'd  \car-    PI  us    !l 

1  onn  1  qpr, 


::i'AN  n.vii  th  i'Imh  ■ji'L''i'"-'  l!l""iL!l^ 


''..'il    Miimher    Month:! 


1  9,  /•An 


■'O .  fWi 


A'  .IV' 


r..rriA 


1  O.fC' 


71  <> 


Provider    Expend  it  ures 
Hospitfil    m/PMrd 
Anbulatory   Encounter3(  d  I 
Medicare   Nursing    Home   pnipni[el 
Medicare    Home   Health    pmpmlel 
'"ilh'T    Medicare    pnipml  f| 
Chronic    Care    prnprnj^l 
Expanded    Care    prnpnl  hi 
Case   Management    Staff   ffl/PMfil 
Administrative   Expenditures 
Marketing    pmpn 
Administration   prapni[jl 
Capital    S  Other   Costs    pmpmrkl 

Total    Cost    {mpmr  ll 


$82.02 

(12.1) 

111.18 

(16.4) 

8.48 

(1.7) 

4.97 

(0.7) 

6.P0 

(1.0:1 

2S.4R 

-v\.<)\ 

(4.6) 

2^.qi 


1 1  4  .  40 
(16.9) 
198.55 
(29.4) 
69.37 
(10.3) 


$107.37 

(23.4) 

88.  16 

(19.2) 

7.  11 

(1.5) 

4.39 

(1.0) 

5.70 

(2.0) 

^2 .  ?'! 

n.o) 

40.  BQ 

(8.q) 


52.99 
(11.5) 

81  .51 
(17.8) 

28.50 

(6.2) 


676.18         458.87 
(100.0)        (100.0) 


107.25 

(40.1) 

90.43 

(33.8) 

5.02 

(1.9) 

9.66 

(3.6) 

T.13 

(1.2) 

21  .04 

(7.9) 

IP.  61 

(7.3) 

4.50 

(1.7) 


1  .78 

(.7) 

4.81 

(1.8) 

NA 


267.23 
(100.0) 


122.51         $102.56        $104.68 


(42.8) 

87.85 

(^0.7) 

5.71 
(2.0) 
10.37 
(3.6) 

3.4^ 
(1.2) 
21  .04 
(7.4) 
20.46 
(7.2^ 

4.50 
(1.6) 


1.78 

(.6) 

8.44 

(2.9) 

NA 


286.  11 
(100.0) 


(19.7) 

72.00l'dl 
(13.8) 

12.  16 

(2.3) 
2.15 

(0.4) 
3.68 

(0.7) 

32.  pr/ 

(6.3) 

30.89 
(5.9) 
22.?!^ 

(4.3) 


(26.8) 

79. 10 

(20.2) 

22.79 
(5.8) 

3.35 

(0.9) 

3.24 

(0.8) 
•^0.09 
(7.7) 
34.19 
(a. 7) 
15.37 


$60. -19 

(14.3) 

8fl.27('d] 

(21.0) 

6.80 

(1.6) 

4.55 

(1.1) 

').  18 

(\  .2) 

40.01 

1  8.  56 
(4.4) 
^0.  ?7 
!'■>.-'■) 


S71  .  26 

(24.8) 

71.53rd1 

(24.9) 

3.16 

(1.1) 

3.58 

(1.2) 

4.97 

(1.7) 

2'1.  70 

(10.4) 

21.28 

(7.4) 

•■l.  17 

{■,.?) 


112.55 

(21.6) 

91  .28 

(17.5) 

39.26 

(7.5) 

521.59 
(100.0) 


38.69 
(9.9) 
39.57 
(10.1) 
20.  10 
(5.1) 

391.17 
(100.0) 


65.  12 
(15.5) 

70.72 
(16.8) 

21.99 

(5.2) 

420.87 
(100.0) 


40.  19 
(14.0) 
25.01 
(8.7) 
6.95 
(2.4) 

286.82 
(100.0) 


Source:      S/HMO   Demonstration   Projects.      Quarterly   Reports,    1985,    1986.      These   data   are   unaudited    and    subject 
to    later   adjustments.      Seniors   Plus   was    reported    on   a   cash   basis,    Elderplan   and    SCAN  Health   Plan 
were   on   an   accrual    basis,    while   Kaiser   hospital,    ambulatory  care   and    other  Medicare   costs   were 
estimates    rather    than   actual    expenditures. 


r,i 


di 


Tfl 
r  .1 


r  ;1 


Kaiser   reported    ACR  costs    for   services   other   than   chronic    care. 

Figures    for   Seniors   Plus   are   based    on    the   claims   paid    through    the   end    of   the   year.      Actual    expenditures 

may  be   higher   than    these    figures    reflect   since   not   all    claims   for   a   given  quarter   are    filed    or   paid 

during    that   quarter. 

Hospital    expenditures   include   in-area    emergency   and    out-of-area   services.      For   Seniors   Plus   and   Kaiser 

Permanente,   outside    referrals  were    included    in   this    figure. 

Includes  medical    referrals  and    ambulatory   encounters.      (For   Seniors   Plus,    referrals  were    not    included 

with   ambulatory  encounter   expenditures.)      SHP  physicians   received   an   additional  $8  pmpm    in    1985   from 

the    risk   reserves   not   shown    in    the   above   figures. 

Includes   Medicare   only. 

Durable   medical    equipment. 

Includes   non-Medicare   SNF/ICF,    non-Medicare    home-health,    in-home   services,    and    day  care   services.    For 

Medicare    Plus   II,    the   average   audited    costs   are    shown    for   both   years.      Included    in    the  $21.04   are    the 

estimated    direct   service   claims   of   1985    ($7.24)    and    1986    ($16.14),    plus   addition   chronic    care   costs. 

Includes   dental,    prescription   drugs,   vision,    hearing   aids,   medical    transportation,    and    emergency 

medical    response    system. 

Average  audited    costs   are    shown    for   Medicare    Plus    II.      These   costs    reached   $6.75   pmpn   by    the   end    of 

1986   for   Medicare    Plus    II. 

Includes   all   administrative   costs    including    salaries   and    benefits.      For   Kaiser   Permanente,   beginning    in 

1986,    health   plan   administration   was    identified    as   a   separate   component   of   the   ACR   and    included    in    the 

administration   pmpn   costs.      Capital    costs    are   not   segregated.      The   Medicare    Plus    II   administrative 

costs    reported    were   only   those    for   chronic    care    and    not    for    the    total    plan    in    1985- 

Includes   interest,   depreciation,    amortized    start-up   and    rent    for   administrative  and    staff   offices. 

"xcludes    risk    reserves. 


-14- 


M 


In  1986,  Elderplan  and  SHP  had  similarly  high  hospital  exists  (over  $100 
pafrpn)  and  Seniors  Plus  had  the  lowest  hospital  exists  ($71  pnpn) .  Since 
Seniors  Plus  hospital  admission  and  per  diem  rates  were  similar  to  those  of 
the  other  S/HMDs  (exc^jt  SHP) ,  its  lower  hospital  expenditures  per  member  were 
primarly  related  to  shorter  lengths  of  stay.  Tlius,  the  ability  of  Seniors 
Plus  to  control  days  of  care  and  length  of  stay  r^resented  an  inportant 
factor  in  its  having  Icwer  costs  than  the  other  sites. 

Elderplan  and  SHP  had  hi^er  hospital  e:q)en±Ltures  than  Seniors  Plus,  but 
for  different  reasons.  While  hospital  admission  rates  were  about  the  same  at 
Elderplan  and  Seniors  Plus,  Elderplan  had  longer  lengths  of  stay  and  178 
percent  more  hospital  days  of  care  per  1,000  enrollees  than  Seniors  Plu<?  in 
1986.  SHP  had  considerably  hii^er  hospital  admission  rates  and  hi^er  payment 
rates  per  day  than  either  Seniors  Plus  or  Elderplan  in  1986.  SHP's  hospital 
utilization  and  reimbursement  rates  were  a  function  of  its  hospital  contract 
and  the  risk-sharing  cirrangements  discussed  in  Chapter  2. 

Hospital  utilization  and  reimbursement  rates  increased  in  all  the  S/HMDs 
between  1985  and  1986.   Consequently,  hospital  expenditures  eilso  increased  at 
each  site  exo^jt  at  SHP  v*iich  only  had  a  sli^t  increase.  Elderplan  showir^ 
the  greatest  resulting  increase  in  hospital  ei^jenditures  (31  percent)  for  the 
period.  Overall  hospital  expenses  represented  a  hi^  proportion  of  total 
S/HMD  budget,  ranging  frcm  23-27  percent  of  the  totals  exc^Dt  at  Kaiser 
Permanente  v*iere  hospital  expenditures  were  43%  of  its  total  budget  in  1986. 
Controlling  hospital  eiq^enditures  was  a  necessary  condition  to  the  financial 
success  of  the  S/HMDs. 

AmtxJLatory  Csire 

Table  8  shews  data  on  ambulatory  care  medicad  encounters  which  aggregates 
all  physician,  physician  specialist,  and  other  professional  services  as  a 
grot?).  These  data  shewed  that  the  two  S/HMDs  sponsored  by  HMDs  (Seniors  Plus 
and  Medicare  Plus  II)  had  substantially  lewer  encounter  rates  (8,754  and 
10,267)  per  1,000  members  per  year  than  the  other  two  projects.  These 
differences  were  ej^jected  becaiose  of  the  problems  in  establishing  new 
physician  HMD  grcwps  and  because  both  Elderplan  and  SHP  r^jorted  having  little 
control  over  specialty  physician  referrals.  It  was  not  surprising  that  in 
1986  Elderplan  and  SHP  had  rates  74  and  33  percent  hi^ier,  respectively,  than 
Seniors  Plus.  Both  Elderplan  and  SHP  were  able  to  reduce  ambulatory  care 
utilization  in  1986,  v*ien  SHP's  rates  were  similar  to  Medicare  Plus  II  but 
still  higher  than  Seniors  Plus. 

Table  9  shews  the  cesrparison  of  ambulatory  caire  encounters  of  the  S/HMDs 
with  selected  TEFRA  HMDs.  These  data  shew  that  Elderplan  and  SHP  were  hii^ier 
than  eiLl  others.  Seniors  Plus  had  a  low  rate  of  encounters  ocrapeired  with  the 
other  S/HMDs  but  Wcis  the  second  hi^est  among  the  TEFRA  HMDs  in  its  co^ea. 

Ambulatory  ccure  ei^jenditures  ranged  between  19  to  31  percent  of  total 
e:5)enditures  for  the  S/HMDs  in  1986.  The  S/HMDs  r^»rted  the  follewing 
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Ikble  S 


0TI1I7ATI0N  CP   SELECTED  AMBtlUTORY  ANT  CHRONIC   CARE  SERVICES 
ACROSS  S'ttIO  SITES  KR   1,000  MD1BERS  KR  YEAR 
>8  in  p&renthesee  aire  the  actual   total   unit*  of  aervlce  during   that  ]«ar) 


Elderplan 
1965  1986 


5,310 


19,6*0 


Madieare  Flua   II 
1985  1986 


20,085 


«7,825 


SCAN  Health   Plan 
1965  1966 


6,70i| 


19,827 


Seniors  Rue 


2,859 


T955~ 
15,719 


-*«ta] 
.    Ikji     ' 

«dlcare  Hsae  Health  Visits  [d] 

•dlcare  Hurable  Hedical   Biuipnent 
(Pieces) 

uronic  (kre  Dtlllmtion 

tironic   Ckre  SHP/ICF  Ikys 

^onie   Oire  tbae  Health  Visits  [d] 

hronic   &re  Respite,   H>meaaker 

Home  Aide  and   Chore  Hsurs 
1/  (kre  Center  lAys 

ther  fapanded   Chre  Utilization 

sntal   Office  Visits 

utpatlent  ft-escriptions 

ptoaetry  and   Audiology  Visits 

jreglasses,   ifearing  Aids,  and 
Curable  Medical   B)uipiient  (Pieces) 

■  ergency  itesponse   3ysten    (Months) 

edical   lb- ana  por  tat  ion  (Round   Trips) 


17,333 

15,262 

10,266 

10, 267 

16, 151 

11,674 

8,970 

8,754 

(7,670) 

(2«,978) 

(I7,217)[b] 

(40,919)[b] 

(9,023) 

(19,289) 

(2,137) 

(11,467) 

199 

«5 

448 

557 

550 

1,246 

478 

337 

(88) 

(728) 

(750)Cc] 

(2,219)[c] 

(307) 

(1,939) 

(114) 

(442) 

479 

1,077 

1,436 

1,037 

217 

67 

1,234 

851 

(212) 

(1,763) 

(2,407)[e] 

(4,l34)[f] 

(121) 

(110) 

(294) 

(1,115) 

- 

- 

- 

. 

- 

. 

348 

421 

NA 

NA 

lU 

NA 

NA 

m 

(63) 

(551) 

199 

835 

609 

1,398 

1,487 

1,834 

2,195 

1,231 

(86) 

(1,366) 

(1,019) 

(5,571) 

(631)' 

(3,031) 

(523) 

(1,612) 

273 

76 

. 

98 

177 

26 

541 

311 

(I21)[h] 

(I28)[h,i]           NA 

(392) 

(99) 

(43) 

(129) 

(406) 

40, 165 

21,154 

4,151 

7,557 

11.316 

15,  366 

17,310 

8,026 

17,773) 

(34,622)[h] 

(6,947) 

(30,119)[J3 

(6,322) 

(25,421) 

(4,124) 

(10,513) 

151 [k] 

224[k] 

137 

167 

254 

649 

2,516 

820 

(67)[1] 

(366)[1] 

(230) 

(747) 

(142) 

(1,073) 

(600) 

(1,074) 

443 

257 

1,760 

1,134 

(196) 

(420) 

KA 

NA 

NA 

NA 

(424) 

(1,485) 

15,060 

16,172 

13,912 

15,660 

19,4311 

20, 666 

- 

- 

(6,664) 

(29,742) 

(23,286) 

(62,412) 

(10,657) 

(34,179) 

NA 

NA 

1,  191 

645 

_ 

_ 

7 

21 

2,019 

1,703 

(527) 

(1,056) 

NA 

NA 

(«) 

(34) 

(481) 

(2,231) 

565 

297 

609 

406 

809 

686 

458 

298 

(259) 

(486) 

(1,020) 

(1,627) 

(452) 

(1,133) 

(109) 

(390) 

41 

24 

^ 

_ 

20 

33 

71 

53 

(16) 

(39) 

m 

NA 

(11) 

(55) 

(17) 

(69) 

2,235 

2,162 

39 

75 

109 

571 

865 

737 

(989)[1] 

(3539)[1] 

(66) 

(298) 

(61) 

(943) 

(206) 

(966) 

a] 


b] 
c] 
d] 
e] 

n 

h] 
1] 

31 
k] 
1] 


S/fnO  remonstration   Projects.      Ouarterly   feports,    1985,    1986.      fete:      these   are  imaudited   data, 
submitted  when  these   reports  *«re  prepared,   so   figures  may  be  adjusted   later. 


)bt  all   clalne   t«re 


Anbulatory  encounters  are  face-to-face  contacts  between  a  S/WO  Dember  and   a  provider  of  health  care  services.     It   includes  a 

aedical,  dental,  optometric  ,   pediatric,  mental   health,  and  aidiologic   encointers  and   encounters  with  nurse   practitioners  ani 

physician  assistants  that  are  not  incident   to   seeing  a  physician.     Medical    referrals  incluJe  services  provided   by  medical 

specialists  outside  of  the  S/mO  and   authorized   by  the  S/HIO. 

Inclules   all    physician   visits   and   mental    health  visits.      Nsn-physician  visits   are  also    included. 

Total    census  days    in  skilled   nursing   facilities. 

Includes   nursing   and    therapist   home  health  visits. 

Includes  all   home  health  visits  (e.g.,  by  a  registered   nurse,   physical   therapist,  occupational    therapist,   speech  therapist, 

social   worker,   home  health  aide,  etc.). 

Inclules  all   home  health  visits   by  registered   nurses  and   by  physical,  occupational,  and    speech   therapists. 

SHP  reported   SNP/ICF  days   paid   by  the  plan,     the   total    SNP/ICP  days   were   151    B1FM  in   1985  aiil  288  PMIW  in   1986. 

Ederplan  reported   a  total    of   385  private  duty  nursing   hours  during    1985,   and   2,320  hours  during    1986. 

Elderplan  did   not   report   any   totals   for  chronic   care  nursing   home  health  visits  during  July  and    August  of    1986. 

Kaiser  reported   a  total    of    1,741  home  hecQ  th  aide  visits  and   363  honemaker   visits   In    1966. 

Inclules   aocial    day  care   and   day  treatnent  center  days  . 

Includes  anbulance,   ambulette  (i.e.,   invalid   coach),  and   private  car  service  (with  or  without  assistance). 


^>A 


t- 


Thble  8 


Total   Meober  ffontha 
Medicare   Utlllration 


UTILIZATION   CP    SELECTED  AMBUUTORY  AND  CHRONIC    CARE   SFRVICES 
ACROSS   £/mO  SITES    KR    1,000  MEMBERS    FER   YEAR 
(Figures    In   parentheses  are   the   actual    total    inita    of   service   during    that    year) 


Elderplan 


1985 


5,310 


1966 
19,610 


Mad ic are    Plus    II 


1965 
20,085 


1966 
17,825 


SCAN   Health    Plan 
"T955  1953" 


6,701 


19,827 


Seniors    Plus 
"1955 


2,859 


TgSr 


15,71' 


NA 


199 

(88) 

273 

(I2l)[g] 

10,  165 


Ambulatory   fticounters  and 

Medical    Referral e[ a] 
Medicare   SNP    Qtys 

Medicare   Home  Health   Visits   [d] 

Medicare   Durable  Medical    Etjulpraent 
(Piecea) 

Chronic    Ch.re   Wtiliiation 

CJ.roLlic   Qire   SNP/ICP  Ikya 

Chronic   Cteire   Home  Health   Visits   [d] 

(Jhronic    Care    Respite,    Hjmemaker 
Home  Aide  and   Chore   Hours 
^    Ihy  Ctre   Center  I&ys 

'    Other   Bcpanded    Cfere   Utilization 

Dental   Office   Visits 

Outpatient    Prescriptions 

Optometry  and    Audiology   Visits 

Eyeglasses,    (fearing    Aids,   and 
(5       Durable  Medical    B^uipraent   (Pieces) 

Ehergency    Response    System    (Months) 

Medical    Transportation   (Roimd    Trips)         2,235 


17,333 

15,262 

10,286 

10,267 

16,  151 

11,671 

8,970 

8,75 

(7,670) 

(21,978) 

(17,217)[b] 

(10,919)[b] 

(19,177) 

(33,571) 

(2, 137) 

(n,«67 

199 

115 

118 

557 

550 

1,216 

132 

32 

(88) 

(728) 

(750)[c] 

(2,219)[c] 

(307) 

(1,939) 

(103) 

(121 

179 

1,077 

1.375 

1,918 

700 

595 

1,231 

76 

(212) 

(1,763) 

(2,301)[e] 

(7,6l2)tf] 

(391) 

(983) 

(291) 

(995 

NA 


835 

(1,366) 

78 

(I28)[g,h] 

21,151 


NA 


609 
(1,019) 

NA 
1,  151 


(17,773)  (31,622)[g]      (6,917) 

151 [j]  221[j]  137 

(67)[k]         (366)[k]  (230) 


NA 


1,398 

(5,571) 

98 

(392) 

7,557 

t30,  119)[ 

187 

(717) 


NA 


NA 


NA 


1,187 

1,831 

2,565 

1,79 

(831) 

(3,031) 

(611) 

(2,319 

199 

TO 

609 

58 

(111) 

(115) 

(115) 

(766 

11,316 

15,  ?86 

17,  377 

12,87 

6,322) 

(25,121) 

(1,  110) 

( 1 6,  860 

251 

619 

2,518 

1,  16 

(112) 

( 1 ,  073 ) 

(600) 

(1,522 

113 

257 

_ 

- 

- 

- 

1,780 

1,  13 

(196) 

(120) 

NA 

NA 

NA 

NA 

(121) 

(1,185 

15,060 

18,  172 

13,912 

15,660 

19,131 

20, 686 

- 

(6,661) 

(29,712) 

(23,286) 

(62,1112) 

(10,857) 

(31,  179) 

NA 

N 

1,  191 

615 

- 

- 

- 

. 

2,019 

1,70 

(527) 

(1,056) 

NA 

NA 

NA 

NA 

(181) 

(2,231 

585 

297 

609 

108 

809 

686 

- 

(259) 

(186) 

(1,020) 

(1,627) 

(152) 

(1,133) 

NA 

N 

11 

21 

. 

20 

33 

71 

7 

(18) 

(39) 

NA 

NA 

(11) 

(55) 

(17) 

(96 

2,235 

2,  162 

39 

75 

109 

571 

10 

79 

(989)[k] 

(359)[k] 

(66) 

(298) 

(61) 

(913) 

(200) 

(1.017 

Source:      S/FMO  Iferaonstration    Projects.      Quarterly   Fteports ,    1985,     1986.      Note:      these   are   unaudited    data.      Not   all   claims  were 
submitted   when    these    reports   v«re   prepared,    so    figures  may  be   adjusted    later. 


[a] 


[b] 
[c] 
[d] 
[e] 

[f] 

[g] 
[h] 
[i] 
[Jl 
Ck] 


Ambulatory  encouiters  are   face-to-face   contacts  between  a  S/ (HO  member  and   a  provider  of  health  care  services.      It   include 

medical,  dental,  optometrlc,    podiatric,  mental   health,  and   audiologic   encouiters  and   encounters  with  nurse   practitioners  a 

physician  assistants   that  are  not   incident   to   seeing  a  physician.     Medical    referrals   include  services  provided   by  medical 

specialists   outside  of  the   S/mO  and   authorized   by  the   S/mO. 

Includes  all   physician   visits  and   mental    health  visits.      Nsnphysician  visits  are  also    included. 

Total   census  days    in   skilled   nursing   facilities. 

Includes   nursing   and    therapist   home   health  visits. 

Includes  all   home  health  visits  (e.g.,  by  a  registered   nurse,   physical    therapist,  occupational    therapist,   speech  therapist 

social    worker  and    hospice   visits,  but    not   home  health   aids. 

Includes   all    home   health  visits    by  registered   nurses   and    by   physical,   occupational,   and    speech    therapists,    hospice   and    hoir. 

health  aid   visits. 

Elderplan    reported    a   total    of    385  private   duty  nursing    hours   during    1985,    and    2,320  hours   during    1986. 

Elderplan   did    not   report   any   totals   for   chronic    care   nursing    home   health   visits   during   July  and    August   of    1986. 

Kaiser   reported   a   total    of    1,711  home   health  aide   visits   and    363  horaemaker   visits    in    I986. 

Includes   social    day  care   and    day    treatment   center  days  . 

Includes  ambulance,   ambulette   (i.e.,    invalid    coach),  and    frivate   car   service  (with   or   without    assistance). 
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Table  9 

COMPABISaH  OF  AMEUIATOPy  CARE  AND  SKUIZD  NURSING  CARE  T7nT.T7ATTnM 
BY  S/HMDs  AND  SELECTED  FEDERALLY  QUAUFIED  HMDs  FOR  1986 


AnnuzLLized  Total 
Ambulatory 
Encounters  Per 
1,000  Madicare 
Ifembers 


Annuailized  Medicare 
SNF  Days  Per  1,000 
Members 


Brooklyn 

Elderplan 

LPS  Angeles 

SCAN  Health  Plan  (SHP) 

Maxicare 
PacifiCare 

Minnec^x)l is/St.  Paul 

Seniors  Plus 

Grcup  Health  Seniors 

Share 

HMD  Minnesota 

FHP 

Med  Centers 

Portland 


15,262 


11,674 

9,700 

13,100 

11,000 


8,754 

7,800 
8,600 
5,800 
9,500 


445 


1,246 
831 


321 

98 

200 

154 


Medicare  Plus  II 


10,267 


557 


Source:  S/HMD  Demonstration  Projects.  Quarterly  Reports,  1985,  1986; 
Ifripjblished  data,  Office  of  Prepaid  Health  Care,  Health  Care 
Financing  Administration,  1987. 
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ambulatory  care  expenditures  in  1986:  Elderplan,  $88  pirpn;  Medicare  Plus  II, 
$88  pnpm;  SHP,  $79  pnapn;  and  Seniors  Plus,  $72  pipn  (see  Table  7) .  Elderplan 
had  budgeted  its  ambulatory  costs  at  $90  pnspni  and  SHP  had  budgeted  its  costs 
at  $85  ptpn  and  were  able  to  keep  their  expenditures  within  their  budget 
allocation.  While  Elderplan  and  SHP  were  able  to  control  costs  within  their 
budget,  both  planned  to  give  more  attention  to  controlling  their  physician 
utilization  in  the  future,  especially  their  specialty  referrals,  as  discussed 
in  Chapter  2.  All  the  S/HMDs  were  able  to  reduce  their  ambulatory 
expenditures  scanev^iat  between  1985  and  1986  except  SHP  vrtiose  eJ5)en±Ltures 
remained  the  same.  Seniors  Plus'  expenditures  were  lower  than  the  other 
demonstrations  sites  and  its  number  of  encxxmters  were  significantly  lower. 

Chronic  and  Expanded  Care 

Chronic  care  xitilization  and  expenditures  for  the  sites  included  services 
that  were  Medicare-covered  and  non-Medicare-oovered.  Ihis  section  examines 
f cur  t^fpes  of  utilization  and  e>q3enditure  categories.  Madicare-oovered  post 
hospital  services  include:  skilled  nursing  heme,  hone  health  and  hospice,  and 
durable  medical  equipment.  These  services  were  entitlements  for  all  S/HMD 
members,  with  no  eligiblity  requirements.  Non^fedicare  ejq>anded  care  (or 
si^plementary  benefits)  services  include:  vision,  dental,  physical  exams,  and 
outpatient  pharmacy  services.  These  services  were  also  available  to  S/HMD 
members  without  eligibility  restrictions,  althot^  benefit  restrictions  and 
ccpayments  varied  across  sites.   Non-Medicare-oovered  chronic  care  services 
include:  skilled  nursing,  intermediate  care,  hcrae  health,  hcroamaker,  respite, 
residentied  care,  transportation,  meals,  day  health.  These  services  were 
provided  to  individuals  that  met  different  specific  criteria  of  moderate  to 
severe  inpairment  levels  established  ty  each  site.  Each  site  was  also  allowed 
to  establish  different  dollar  limits  on  total  chronic  care  benefits,  so  that 
clients  (or  Medicaid)  paid  for  benefits  expezxied.  beyond  this  level.  This 
limited  the  total  financial  liabilil^  of  the  S/HMDs  for  services  to  each 
individual  member.  And  the  final  non-^fedicare  covered  service  was  case 
management  provided  to  those  members  vho  met  S/HMO-established  criteria  of 
moderate  to  severe  inpairment  levels,  vhich  also  varied  by  site. 

In  addition  to  establishing  its  own  eligibility  criteria,  each  site  was 
required  by  HCFA  to  limit  its  initial  S/HMD  membership  to  no  more  than  5 
percent  vho  were  severely  disabled  using  the  nursing  heme  certification 
criteria.  The  following  percentages  of  total  members  were  reported  by  the 
S/HMDs  to  be  receiving  chronic  care  services:  Elderplan,  2.9  percent; 
Medicare  Plios  II,  4.9  percent;  SCAN  Health  Plan,  12.1  pertjent;  and  Seniors 
Plus,  11.0  percent  in  1986.  Chapter  6  describes  the  disability  criteria  in 
detail.  With  substantially  hi^er  proportions  of  members  classified  as 
eligible  for  long  term  care  services,  SHP  and  Seniors  Plus  would  be  expected 
to  have  higher  chronic  and  esqjanded  care  utilization  and  expenditure  rates 
than  Elderplan  and  Medicare  Plus  II. 

Medicare  Skilled  Nursing  Home  and  Home  HecLLth  Care  Services.  Table  8 
shows  the  Medicare  skilled  nursing  service  utilization.  In  1986,  all  sites 
had  somewhat  similar  Medicare  skilled  nursing  utilization  rates  (from  321-557 
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days  per  1  000  member  years)  exc^jt  for  SHP,  which  had  1,246  days.  SHP  has  a 
388  percent  higher  utilization  rate  than  Seniors  Plus,  even  though  the 
proportion  of  severely  disabled  members  were  similar  for  the  two  S/HMDs. 

Table  9  compares  the  Medicare  SNF  days  per  1,000  members  for  each  of  the 
sit^  with  those  of  other  TEFRA  HMDs.  In  ccmparison  with  other  TEERA  HMDs, 
SHP  has  an  unusually  high  Medicare  nursii^  heme  utilization  rate,  anl  was  45 
percent  higher  rate  than  PHP  in  its  area.   All  other  S/HMDs  showed  a  slirfitly 
higher  rate  for  Medicare  nursing  heme  utilization  than  other  TEFRA  HMDs  with 
toe  exc^on  of  PHP  inlos  Angeles.  Ihis  suggests  that  the  S/HMDs  may  have 
been  maximizing  Medicare  nursing  hcrae  utilization  as  a  substitute  for 
non-Medicare  chronic  care  nursirg  hone  or  home  health  services,  and/or  that 
their  membership  was  more  impaired  than  that  of  the  TEFRA  HMDs.  Data 
presented  in  Qiapter  5  shows  that  the  S/HMD  members  generally  had  slightly 
hi^ier  urpairment  levels  than  the  TEFRA  HMD  members. 

Medicare  nursing  hone  expenditures  were  hi^est  at  SHP,  $23  vaspa  in  1986 
or  about  3-7  tunes  hi^er  than  at  the  other  sites  (see  I^le  7) .  In  contrast' 
m  1986,  Seniors  Plus  Medicare  nursing  heme  care  ejqaenditures  were  $3  cnrm   ' 
Medicare  Plus  II  was  $6  pupa,  and  Elderplan's  was  $7  prapm.  SHP  was  emoted 
to  have  higher  ei^jenditures  because  its  Medicare  nursii^  heme  days  of  care  per 
member  were  2-3  times  higher  than  any  other  site.   Rates  also  appeared  to  be 
a  factor  in  the  skilled  nursing  costs  at  SHP.  Table  6  shows  that  SHP  paid  iro 
to  $210  per  day  including  ancillaries  ccnpared  to  $165  at  Elderplan  and  $105 
to  $110  at  Medicare  Plus  II  and  Seniors  Plus  (see  Table  6) . 

In  ccnparing  the  utilization  of  Medicare-covered  heme  health  care  l^le 
8  shows  important  differences  across  sites.  SHP  had  the  lowest  utilization  of 
Medicare  home-health  care  visits  of  all  the  sites  (595  visits  per  1,000  member 
years  compared  to  760-1,918  visits  at  the  other  sites  in  1986) .   SHP  may  have 
been  substituting  nursing  home  services  for  heme  health  care,  while  Elderplan 
may  have  used  the  reverse  strategy,  ihe  lower  utilization  of  heme  health  and 
higher  utilization  of  nursing  heme  services  at  SHP  than  at  the  other  sites  may 
be  related  to  corporate  sponsorship  by  St.  Mary  Medical  Center  with  its  own 
nursing  heme,  its  financial  risk-sharing  arrar^ements  with  St.  Mary,  and  weak 
utilization  control  over  nursing  heme  services  (see  Chapter  2  discussion) . 
Medicare  Plus  II  r^xDrted  three  times  higher  heme  health  rates  (including 
hospice  visits)  and  also  may  have  used  these  as  substitutes  for  Medicare 
nursing  heme  visits  since  it  also  had  moderately  low  nursing  home  utilization 
in  comparison  to  other  HMDs.  These  utilizaUon  patterns  will  be  studied  in 
greater  d^jth  in  future  evaluation  papers. 

Chronic  Care  Services.  Chronic  care  utilization  rates  and  patterns 
varied  substantially  across  sites.  Ihese  differences  were  attributable  in 
part  to  differences  in  S/HMD  site  eligibility  criteria  for  services,  in 
severity  of  illness  levels,  and  in  ccpayments  and  benefits.  Other  factors  may 
have  been  physician  and  case  management  practice  pattern  differences. 

A  ccnparison  of  nonHMedicare-covered  chronic  car^  nursing  service 
utilization  across  the  four  sites  revealed  differences  in  utilization 
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fo?dental  visits  than  Sf^°^^^^' ;^^i,^tISs  were  about  one-third  lower 
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management  to  a  hic^  proportion  of  its  nvenibers  (20  percent)  and  included 
discharge  planning  and  utilization  review  staff  in  its  budget.  Elderplan  had 
costs  of  $9.92  pnpn  but  only  provided  5.5  percent  of  its  members  with  case 
management  services.  Elderplan  did  include  discharge  planning  and  utilization 
review  in  its  costs  but  this  probably  would  not  ei^jlain  its  hi^  costs 
relative  to  the  prc^xortion  of  members  served  (see  Qiapter  6) . 

At  all  sites  except  Medicare  Plus  II,  case  management  expenditures 
declined  between  1985  and  1986:  Elderplan  by  59  percent  (prpn) ;  Seniors  Plvis 
by  77  percent;  and  SHP  by  31  percent.  Ihis  reduction  in  cost  was  ea^iected  as 
the  sites  became  more  experienced  and  the  initial  intake  process  was 
ccanpleted. 

AEMINISTRAnVE  EXPENDITURES 

Observers  of  the  HMD  industry  concur  that  low  administrative  expense  as  a 
percent  of  revenue  contributes  to  plan  success  (luft,  1981;  Jiirgovan  and 
Blair,  1979) .  Table  7  shows  marketing,  administrative,  and  other  related 
expenditures  for  each  of  the  sites,  althou^  Medicare  Plus  II  only  reported 
administrative  costs  for  chronic  care.  Marketing  ejqjenditures  varied 
substantially  across  the  sites  but  represented  about  10  to  14  percent  of  the 
total  todget  at  eill  sites  except  Medicare  Plus  II.  Seniors  Plus  and  SHP 
e3q)enditures  were  $39-40  pitpn  in  1986  ocnpared  to  $53  pnpm  for  Elderplan. 
Medicare  Plxis  II  had  significantly  lower  marketing  e^qjenses  than  the  other 
sites  ($2  pipa  in  1985  and  1986) ,  since  it  was  able  to  meet  its  enrollment 
targets  with  a  mimjoned  marketing  effort  (see  discussion  in  Che^jter  4) . 

Administrative  expenditures,  excluding  marketing  costs,  varied 
significantly  across  sites  (see  Table  7) .  These  differences  were  expected 
because  the  established  HMD's  sponsors  were  able  to  utilize  administrative 
resources  from  their  existing  organization  for  the  S/HMD  projects,  viiereas 
Elderplan  and  SHP  had  to  establish  new  administrative  structures  for  all  S/HMD 
operations. 

Elderplan  administrative  expenditures  were  the  hi^iest  (about  $199  pnpn 
for  1985  and  $82  for  1986) .  Seniors  Plus  and  SHP  were  able  to  make 
substanticd  reductions  (65%  and  57%,  respectively)  between  1985  and  1986,  and 
both  had  lower  costs  than  Elderplan  by  50  to  75  percent  ($25  and  $40  paipm, 
respectively)  for  1986  (see  Table  7) .  As  expected.  Medicare  Plus  II 
administrative  ejq^enditures,  r^xsrted  for  chronic  care  and  case  management 
activities  only,  were  lew  ($8  pnpn  in  1986) .  Elderplan  reported  spending  18 
percent  of  its  totcil  budget  on  administration,  excluding  marketing  costs, 
ccnpared  to  10  percent  at  SCAN  and  9  percent  at  Seniors  Plxos. 

Table  10  shows  a  ccraparison  of  the  total  administrative  expenditures 
(including  marketing  costs)  as  a  percentage  of  the  total  esqjenses  for  the  four 
S/HMDs  with  selected  TEFRA  HMDs  in  1986.  Elderplan  had  the  hi^iest 
administrative  expenses  (36  percent)  of  any  S/HMD  or  ccnparison  TEFRA  HMD  in 
1986.  Its  hi(^  costs  were  in  pcurt  related  to  hi^  administrative  personnel 
levels  for  direct  administration  and  for  indirect  administrative  costs 
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Table  10 

AEMINISTRATK^  EXPENSES[a]  AS  A  PERCENTAGE  OF  TOTAL 
EXPENSES  FCR  S/HMDs  AND  SELECTED  FEDERALLY  QriAT.TFTFn  HMDs,  1986 


Percentage 
Brooklyn 

Elderplan  35.5 

Los  Angeles 

SCAN  Health  Plan  (SHP)                    25.1 

FHP  23.9 

Maxicare  11.2 

PacifiCare  11.8 

Minneapolis/St.  PaviL 

Seniors  Plus  25.2 

Share  11.1 

HMD  Minnesota  13.8 

EHP  13.3 

Med  Centers  11.8 

Portland 

Medicare  Plus  II  3.5[b] 

Medicare  Plus  (TEny^  HMD)  4.6 

Source:  S/HMD  Demonstration  Projects.  Qucirterly  Reports,  1985,  1986; 
Unpublished  data,  Office  of  Pr^aid  Health  Ccire,  Hecilth  Care 
Financing  Administration,  1987. 

[a]  Figures  included  conpensation,  marketing,  capitcil  costs,  interest, 
depreciation,  amortization,  rent,  and  other  costs. 

[b]  Kaiser's  administrative  costs  were  only  for  the  chronic  care  services  and 
excluded  administrative  costs  for  acute  and  ambulatory  Ccire. 
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associated  with  its  physician  grcx?),  GMA  (see  Chapter  2  for  staffing  levels 
across  sites) .  For  SHP  and  Seniors  Plus,  the  adminstrative  costs  were  25 
percent  of  the  totcil,  vAiich  was  also  significantly  higher  than  for  other  TEFRA 
HMOS,  except   for  FHP.  All  the  sites  except  Kaiser  had  problems  with  marketing 
and  therefore  had  hi^ier  marketing  costs  than  anticipated. 

While  high  administrative  costs  were  expected  for  startup  a  new  HMD  at 
Elderplan  and  SHP,  the  hi^  costs  were  not  expected  at  Seniors  Plus,  with  an 
established  HMD  sponsor.  Seniors  Plus*  hi^  total  administrative  costs  were 
primarily  related  to  its  marketing  costs  (14  percent  of  the  total  plan  costs) . 
The  hi^  administrative  costs  for  all  the  S/HMDs  (exc^jt  Kaiser)  may  cdso  have 
been  related  to  HCEA's  assumption  of  the  major  portion  of  the  initial 
financieil  risk. 

It  should  also  be  noted  that  scmne  administrative  costs  were  incurred  by 
the  sites  relative  to  collecting  data  and  meeting  the  requirements  for  the 
demonstration  project.  Costs  for  such  activities  were  not  available  for  this 
r^)ort. 

Durl'EKENCES  IN  EXPENDITURE  EATIERNS  AND  TOTAL  EXPENDITOPES 

Not  arUy  did  the  S/HMDs  have  substanticil  differences  in  expenditure 
patterns  for  acute  and  ambulatory  care,  but  also  for  chronic  and  eo^janded  care 
services.  When  all  the  S/HMD  chronic,  e^qaanded  care,  and  case  management 
service  e:q)enditures  were  ccanbirved,  the  following  differences  were  shown  for 
1986:  Medicare  Plus  II,  $46.00;  Seniors  Plxos,  $60.15;  SHP,  $79.65;  and 
Elderplan,  $87.08.  Thus,  Elderplan  had  significantly  higher  ejqaenditures  than 
Medicare  Plus  H  and  Seniors  Plus  for  its  S/HMD  benefits.  As  ncjted  above, 
these  differences  cannot  be  ej^lained  by  differences  in  level  of  disability 
since  both  Elderplan  and  Medicare  Plus  II  had  lower  levels  of  individueds 
receiving  chronic  care  services  than  the  other  two  sites.  Both  the  S/HMDs 
sponsored  by  established  HMDs  were  able  to  achieve  substantial  setvir^s  on 
their  chronic  and  expanded  care  benefits  over  that  of  Elderplan  and  SHP. 

The  S/HMDs  had  hoped  that  reductions  in  utilization  and  expenditures  on 
acute  care  services  could  be  utilized  to  ejqsand  lorg  term  care  benefits  for 
its  members.  KP  Medicare  Plus  II  had  hi^ier  acute  care  eiqDenditures  and 
similar  ambulatory  care  ejqjenditures.  Medicare  Plus  II  had  the  lowest 
eiqjenditures  for  chronic  and  expanded  care  services.  Medicare  Plus  II  did, 
however,  have  lower  percentages  of  its  membership  eligible  for  chronic  care 
services  than  the  other  S/HMDs  exc^Jt  for  Elderplan.  Medicare  Plus  II 's  rapid 
increase  in  euqaanded  and  chronic  care  expenditures  at  the  end  of  the  second 
year,  however,  created  ccmcem  v*iether  it  could  continue  to  provide  the  level 
of  S/HMD  benefits  planned  during  the  remainder  of  the  demonstration. 

Seniors  Plus,  sponsored  by  an  established  HMD,  was  the  most  successful  of 
the  S/HMDs  in  controlling  its  hospitcil  utilization  and  ejqaenditures.  Its 
ambulatory  care  expenditures  were  also  lower  than  the  new  HMDs  (Elderplan  and 
SHP) .  It  was  able  to  ke^  its  chronic  and  expanded  care  costs  at  a  levels 
well  below  Elderplan  eind  SHP,  in  spite  of  its  relatively  hi^  proportion  of 
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severely  disabled  nvenibers. 

Elderplan  and  SHP  were  able  to  keep  their  total  service  ejqjenditures 
generally  within  their  budgeted  levels.   Their  ejq)enditures  were 
substantially  hi^er  for  acute  services,  as  well  as  for  totsLL  chronic, 
ejqianded  care,  and  case  management  services.   As  new  HMDs,  Elderplan  and  SHP 
had  to  place  their  major  enjiheisis  on  controlling  all  their  service  delivery 
costs,  and  were  not  able  to  consider  savings  frcra  selected  services  vdiich 
cculd  be  used  to  cover  chronic  and  eiqanded  care  costs  during  the  first  24 
months  of  the  demonstration. 

Total   average  e^qsenditures  (including  financiail  reserves)  also  veuried 
substantially  across  sites,  ranging  in  1986  frxxn  $?Pf;  pnapn  at  Medicare  Plus  II 
and  Seniors  Pli:is  to  $413  at  SHP  and  $464  at  Elderplan  (see  Table  11) .  Between 
1985  emd  1986,  average  expenditures  per  iteniber  declined  by  about  25-32  percent 
at  all  the  sites  exc^jt  Medicare  Plxos  II  vAiich  had  a  7%  incxeaise.  Ihe  decline 
at  three  sites  was  caused  in  part  by  decreeised  msurketing  eind  administrative 
ejqjenditures  at  both  sites.  Elderplan  adso  decrecised  its  over2ill  average 
expenditures  in  spite  of  its  increases  in  ejqsenditures  for  hospital  and 
chronic  Ccire  costs  by  reducing  administrative  and  other  costs.  Seniors  Plus 
was  able  to  keep  its  average  ej^jenditures  per  member  at  a  low  level  in  spite 
of  its  lew  enrollment,  and  shewed  a  reduction  in  ejqjenditures  by  lowering  its 
administrative,  as  well  as  service  ejqjenditures. 

FINANCIAL  MANAGEMENT  ISSUES  RELATED  TO  S/HM3  AEMINISTRATICW 

Special  financial  management  problems  occurred  at  the  S/HMD  sites  during 
the  first  "boro  years.  Medicare  Plvis  H  administrative  costs  were  lew,  in  part, 
becaiose  only  those  services  xmique  to  the  S/HMD  were  reimbursed  and 
administered  by  the  Medicare  Plus  II  demonstration  project.  Medicare  Plus  II 
marl<eting,  membership  services,  and  administration  were  eill  provided  by  KFHP 
stciff  rather  than  by  S/HMD  project  staff.  A  small  overhead  rate  was  estiitated 
for  the  time  and  cost  of  such  services  provided  to  S/HMD  members.  Ihe  S/HMD 
project  had  a  policy  to  maximize  the  use  of  regular  Kaiser  services  for  its 
members  and  to  ke^  the  charges  to  the  S/HMD  demDnstration  lew.  Kaiser 
Permanente  Northwest  admitted  that  it  had  no  way  of  tracking  the  actual  costs 
of  services  provided  to  S/HMD  members  and  that  the  charges  to  the  S/HMD 
project  were  understated.  [8]  Kaiser  Permanente  Northwest  was  vmable  to  report 
actual  aggregate  costs  for  Medicare  covered  services,  and  its  S/HMD 
expenditure  reports  were  estimated  on  the  basis  of  project  authorizations 
rather  than  on  actual  bills.   HCFA  auditors  reported  that  the  only  way  to 
determine  Medicare  Plus  II  revenue  was  to  estimate  revenues  by  determining  the 
extra  5  percent  paid  by  HCFA  above  the  AAPOC  and  the  additional  premiums  less 
the  estimated  ccpaynnents.  [9] 

Seniors  Plus,  as  a  large  HMD,  had  scmne  of  the  same  problems  that  Kaiser 
had  in  tracking  and  reportirg  its  eiq)enditure  data.  A  1986  HCFA  audit  found 
that  the  accounting  records  for  Seniors  Plus  were  in  good  order  with  a  clear 
axidit  trail,  but  the  S/HMD  was  using  a  cash  accounting  system,  not  claiming 
ejq)enditures  until  billed.  HCFA  reccmmended  that  Seniors  Plus  adept  a  full 
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1985 


3/ mo  E)!PENDITURES   PCP  1985  AND  1986 
(Figures    in   parentheses   are   standardized    per   member   per   month) 

Eiderolan                                 htedlcare    Plus   II[a]  SCAN  Health    Flan  (SHP)  Seniors    Plus   [  b] 

Elder  pi  an    ^^^^ 1965  196^ 1965  1986  1985  1986 


Tbtal    t^mberH^nths                             5.310                   19.6.0  20.085  .7.825  6.70.  19,827  2.859                  15.7-9 

:   L77    7Qii  5  616   169  5.1...  572  12.979.227  1.718,229  5.500,680               639.752           3,230.119 

Service    Bcpenees                           '(269:9.)              (285:96)  (256:'.)  (27i:39)  (256.30)  (277..3)  (223.77)              (205.  .9) 

^    rvh^.         9    1^7    1.0  3   ^96.056  222,7.3  703,98.  1,778,53.  2, 25.,  993               563,520            1,278,359 

Administration   and    Other          2    157.1.0  ^      96.  Ubb  ^^^W^^^  ^^^.^^  (265.29)  ri13.73)               (197.10)                 (81. ?3) 
Expenses                                              i.muo..:.<^ 

.1   ?12                108.278  0  0  196,829  ..1,533 

Risk    Reserves                                        jnjJ2                 1^8'J|»  (29.36)  (22.27) 

,^,1   fi^ft  Q    120   503  5,^67, '15  13,683.211  ^77..0.0  8,197,206           1,203,272           .,  508,  .78 

Tbtal    Bc;«ndltures    Plus            ^.g'S.e  ^f'^]  ^[iTl.h)  (286:i1)  (562.95)  Ot13.il.)              (-.20.87)              (286.82) 
Reserves                                                 \uu:).y^j               ^-^    -^    - 


Source:      S/IMO   Itemonstration    Projects.      Quarterly    feports,     1985,     1986.      These    are   unaudited    data. 

fal    Kaiser   member   month   statistics   used    were    based    on    HCFA  statistics   aixl    vary   slightly   from    the   . 
Sigon   ^^te %fedicaid    program    excised    long    ten.   care   eligible   clients   at   initial    enrollment   i 

tbl   Seniors    Plus   expenditure   data  may  be   incomplete   d^    to   acoomting   and    reporting   procedures.      Ifeta   reported    in   July  1987. 


r    w   ^  »»,h»r  month   statistics   used    were   based    on    HCFA  statistics  aixl    vary  slightly   from    the   nunbers   used    by   the    S/ HI  0  program .    The 

-O  ^'^   SSn    Statrr^dicaldp^og^r exceed    lor^    ten.   care   eligible   clients   at   initial    enrollment   fVom    the   project. 
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accrual  basis  of  acccfunting  for  reporting  costs  and  revenues,  but  this  was  not 
acccnplished  until  Octcber  1987.  Seniors  Plus  expenditures  were  also  based  on 
estimates  of  the  total  portion  of  OH  costs  in  areas  such  as  physician, 
clinic,  and  sv^^port  services.  Since  Seniors  Plus  was  one  of  many  projects 
that  shared  ccaranon  costs  with  OH,  OH  developed  its  own  methodology  for 
allocating  costs.  [10]  In  July  1987,  Seniors  Plus  had  not  yet  claimed  some 
general  administrative  costs  f rem  GKE  services  for  selected  services  such  as 
claims  processing  and  enrollment  services. 

As  noted  in  Chapter  2,  all  the  S/HMDs  had  coiplex  financial  relaticaTships 
with  their  partners/sponsors.  Under  Federal  regulation,  costs  provided  by 
related  organizations  must  not  exceed  the  price  of  the  conparable  services, 
facilities,  or  si:5plies  that  could  be  purchased  elsevAiere  (42  CFR  405.427(a)) . 
■Ihe  HCEA  audit  for  Seniors  Plus  did  not  identify  any  problems  in  this  area, 
but  both  Elderplan  and  SHP  were  found  to  have  problems  with  f inanciad  charges 
during  their  first  HCEA  aiidit  review.  Since  Elderplan  was  directly  related  to 
MJGC  and  its  subsidiaries  and  to  GMA,  certaiin  charges  were  not  allowed  by 
HCEA. [11] 

HCEA  also  oansidered  sane  of  the  financial  payments  made  by  SHP  to  SCAN, 
its  parent  corporation,  to  be  in  violation  of  the  "related  part^'  regulations. 
SCAN  records  were  found  by  HCFA  and  state  auditors  to  be  inadequate  to  sv;5:port 
certciin  personnel  and  administrative  overhead  charges.  Since  SHP  also 
enplcyed  an  administrative  steiff ,  it  was  not  clear  vAiat  imique  administrative 
services  were  being  performed  by  SCAN.  [11]  Because  of  difficulties  with  the 
management  services  agreement,  SHP  modified  its  a  management  agreement  with 
SCAN  in  1986  and  1987,  to  eliminate  indirect  costs  and  oertadn  personnel 
costs.  SHP  was  cilso  found  to  be  out  of  corpliance  with  the  state  requirement 
that  general  and  administrative  ejq^enses  should  not  exceed  the  ratio  of  25 
percent  of  plan  revenues. 

REVENUE  SOURCES 

Table  12  shews  the  overall  revenue  generated  by  the  S/HMDs  was  $39 
million  for  1985  and  1986.  Kaiser  had  the  hi^iest  revenues,  $5.1  million  in 

1985  and  $13  million  in  1986,  reflecting  its  hi^ier  enrollment.  For  1985  and 

1986  SCAN  had  $9.2  million  in  revenues;  Elderplan,  about  $7.6  million;  and 
Seniors  Plus,  with  its  lower  enrollment,  $4.2  million.  Ihe  overall  revenues 
for  cill  of  the  S/HMDs  increased  substantially  between  1985  and  1986  as  their 
enrollments  increased. 

Ihe  revenue  sources  of  the  S/HMDs  are  shown  on  Table  12.  Total  revenues 
varied  considerably  across  sites,  based  on  total  member  mcarths  of  enrollmant 
and  differences  in  payment  methods  for  each  revenue  source.  Revenues  came 
from  Medicare,  subscriber  premiums,  Medicaid,  copayments,  and  other  sources. 
Each  source  is  discussed  separately. 


-27- 


Ibble    12 


00 

I 


S/mO  REVENUES  FOR  1985  AND  1986 
(Plgures    In   parentheees   are    standardized    per   member   per   month) 


Elderplan 

I 

Medicare 

Plus   II   [a] 

SCAN   ftealth    Fl 

an  (SHP) 

Seniors 

Bus 

1985 

.1986 

1985 

1986 

1985 

1986 

1985 

1986 

Total    Member   Months 

5,310 

19,610 

20,085 

17,825 

6,701 

19,827 

2,859 

15,119 

Premlims   (Dues) 
(Medicare   only  pnpm) 

$116,196 
(29.08) 

$515,958 
(28.93) 

$976,521 
(18.62) 

$2,292,612 

(17.91) 

$253,880 
(39.96) 

$710,770 
(39.23) 

$81,017 
(2  9.50) 

$387,709 
(25.  12) 

Co  payments 
(Medicare   only  pnpn) 

53,338 
(10.59) 

231,273 
(12.  12) 

13,219 
(.66) 

68,857 
(1.11) 

0[a] 

0[b] 

28,819 
(10.  12) 

131,918 
(8.55) 

Medicare    AAPCC 
(Medicare   only  pnpn) 

1,313,212 
(260.67) 

1,592,916 
(2H3.10) 

1,037,931 
(201.01) 

10,251,909 
(211.36) 

1,927,610 
(303.12) 

5,870,821 
(321.01) 

562,  109 
(197.37) 

2,917,513 
(190.91) 

Medicaid    Qipitation 
(Medicaid    pnpm) 

95,  159 

(319.85) 

290,271 
(376.98) 

51,905[i 
(351.96) 

:]          36l,970[c] 
(319.05) 

11,993 
(128.  19) 

319,280 
(201.50) 

2,811 
(255.55) 

51,927 
(191.78) 

Interest 

10,091 

56.  125 

15,676 

50,537 

538 

50 

Other    Revenue 

11,695 

6,975 

11,  ?17 

97,  11' 

0 

-8,691[d] 

1,278 

12,082 

Total    Revenue 
(Total    pnpn) 

1,633,021 
(307.51) 

5,726,551 
(291.58) 

5,  123,95  3 
(255.  11) 

13,072,159 
(273.31) 

2,212,  159 
(331.15) 

6,972,727 
(351.68) 

679,571 
(237.70) 

3,531,260 
(221.81) 

Source:      S/W10  Itemonstration    Projects.      Quarterly    Rsports,    1985,     1986.      These   are   unai*lited    data,   and    subject    to    final    adjustments. 

[a]  Kaiser   member   month    statistics    used    were    based    on    HCFA  statistics   and    vary   slightly   from    the    nunbers    used    by    the    S/rtIO  program. 

[b]  SCAN  charged    copayments ,  but    these    were   collected    by   providers   and    not   reported    to    SCAN. 

[c]  The   Oregon    State  htedicaid    program    excluded    long    tern   care   eligible   clients   at    initial    enrollment    from    the    project.      This    capitation 
includes    the    AAPCC  and    premiuns. 

[d]  SCAN  showed   a  net   loss   in  this   category  for   the   year. 


'  w^^^J^TG  Payments 

Medicare  payn^t.  representai  ^f^^^'t^t^"^"^^ 
revenues  in  1985  ani  1986.     ^-^^.^SSn^Jn^  level  for  each 
basis  of  S/H^K»  ireKi^rship.     It^e  ^^^^'^^It^^    health  status,  airl 
^Uee  vL  bas^  on  -f'JT^'^^Z  iS^^of  :xdified. adjusted 
institutional  ^^us.     Ea^  S^^  r^^^^  "^ .     P^i^  ^id  by  Medicare  for 
average  per  capita  cost  (^APCC)   f or^  tor  ^^^         ^^^  ^h^  S/HICs  was  

the  iSrt  A  ani  B  ^^^^^^- t^^^^^^SSerTSo^  in  bed  or  at  hone  ^ 
further  iDodif ied  to  subtract  cornmunity  robbers  v^o  ^^  ^^^^^^ 

SrSl  of  the  tiine  tecause  of  a  ^^^'f^^l^'^the  cormnunity  saitple) , 
^n  in  gettii.3  arouni  ^^f  ^^™^g  l^tSn  the  current  MKE. 

Differences  in  total  p«r  .^^  P-  fc^'SSl  SS'S  ^iStl^, 
differences  in  Medicare  AAPCCprpn  rates  ^^^Sii'^^Tu  shows  Medicare 
aqe  iSS,  aid  institutional  stati^  ?',!^o6^3^m  average  fron  S191 
^^■Jues  for  the  first  2.  ^nths    >*i*in  1986  ^g^^"^-  ^^J^^        ^ 

^^k^^!^^  ai^?^  '^^^^^^  ^'«^  «as  70  percent  hr*^  than 


the  rate  at  Seniors  Plus. 


^care  revenues  i— f^^fJ^^^^S^lSlii'sS^o- kus, . 
tet«een  1985  aixi  1986  and  ^^l^f  a^eSStI^^S*iP  disabUity  levels 
■me  decrease  in  rates  -"^V  f  ^^,i,''±f  i^uing  to  prevent  rore  than  5 
at  Elderplan  a«i  seniors  Plus    v^^-^^J^^^^l^.    Die  decreases  also 
pe^t  of  their.in^t^  enro^ent  ft^  t^ng  ^  ^  ^  percent  reduction 

m:SSiScrof^  S^SrS^th^ifSability  levels  a:.  M^ 

inflation  adjvistinents. 


Premiums 


revenues  for  the  S/^  also  ^^  ^^.^iSSa^^r^^vS^ 
S/HI«  member  (except  for  those  on  ^^^^.-   .^^^.^  Table  13) .    With  the 
%Sl!^by  each  S/HMO  ^.^^l^ig'pJLim  iil986,  premium  levels 
Sception  of  seniors  P^^'  f^^i^SloiSs!^  1987,  SHP  vMle  retaimng 
remained  unchanged  duriiig  the  first  24  roonU^.     ^        ^  ^^^  excluded 

S^SSlar  plan,  added  a  I'^^^i^PfJ^^eir  pJe^^  w^re  not  generally 
dStllservices.     ^^  S/H^  rep^  t^t^the^^^^^^  j^tween  expected 
established  at  a  high  enough  level  to  <^f^  ^^  ^f  providing  plan 
SSire  ani  Medicaid  revenue  ^.?^^  P^^i^  ^tial  premium  levels  vas  to 
^fits.     ^eirirajorcor^e^onin^tt^^^P^^^^i,,^^ 

^ri-i^SS'^S^SSvr^SftiTleutz  et  al.,  1985).     Pr^- 
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FKDJKTE  FramUM  RATES  FOR  S/HMDs 
(For  non-^fedic2d.d  xoeniDersy 


1985 


1986 


1987 


Elderplan 

29.89 

29.89 

29.89 

Medicare  Plus  II 

49.00 

49.00 

49.00 

SCAh  Health  Plan  (SHP) 

40.00 

40.00 

40.00/ 
24. 95  [a] 

Seniors  Plus 

29.50 

24.95 

24.95 

Source:     S/HMO  Demonstration  Projects.     Iftpublished  data, 
1986. 

[a]  SCAN  develcped  a  low-option  premium  that  excluded  dental 
care  for  1987. 
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.  .  i-ntal  1986  S/IMD  revenues  except  at  Medicare 

4-^  in  to  11  percent  of  total  lysb  ^/^ 
represent^  10  ^o  11  ^^.5  percent. 


represented  10  to  xx  t--— "  '^^t 
•?Zs  II,  vAiere  they  were  17.5  percent 

Copavments 


oopayraants,  «ta*  «^J^j^^^,  eyeglasses,   fron  |°  ^° /^^a,  and 

"^  ''^if.iT^  fSt  SS;  Sboit  $2)  hearai|g  ^'  ^^"hffesttated  that  . 

^e  S/««=s  also  had  r^^  ^^^S^r^^^'^^^^  ^ 
with  S^4  iScedd  ager^ies  t°P^^''^f^^d  percentage  o£  total 

^*  state  *5icaid  capitati«^^ -^^Si^STS^f  i^ 
gJS^-^SSes-fJSnm^lel.^     ^^.  ^t«.  .th 
the  O^STsSti  I>ivis^°"?f^''^e  Oregon  State  Senior  S^^^^^Srm 

already  uirier  ^"Hg^  ISvioes  Program,  «hiA  P""^??!"^'^  concerred 
MultncH-ah  O^^'^^^^approxmately  6,000  ^^ff  ^iJ- <^StSion  airi  wuld 
long  term  care  =^J-=^  "  !^ect  vras  tco  medical  m  i*^  ""rjTif  contract 
thS  the  H«ii=^4l!=i^?rin^ty  case  '"^^S^'^^'i^tfin  the 
^entially  '^r^^  SS  Srmanente.    AFS  <i«=^'5^„f  ,SSS  Sd  vranted  to 
^^  "!^^2SuS  S^  SiXd  toward  P^g^e^^aS  (unter  the 

?2ftsrs^^i-s,^?r*^^^^°"-ss:^sLvi^-  -i^-- 

Old  Age  Assistance  program)  rr^ 
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Ikble    m 
STATE   MEDICAID  S/fMO  REIMBURSEMENT  RATES 


Aid    Group 

California   rfedlcald    RatesCa] 

PA    Aged 

PA   Blirxi 

PA   Disabled 

MNNSOC   Aged 

MNNSOC   airil 

MNNSOC   Heabled 

LTC   Certified   Aged 

LTC   Certified   Blini 

LTC   Certified   Disabled 

New  York  ffedicaid    fates 

Composite  fate  for  SSI  and   Medical 
Assistance  (bly 

Oregon  Medicaid    fates 

Composite   fate  for  Old   Age  Assistance 
Nonlnatitutional   Members[c] 

Minneapolis   ffedicaid    fateB[d] 

Aged   4  nini    Ftemale  65-75 

Aged   &  Blini    Ftemale  75+ 

Aged   i  Bliixl   rfele  65-7if 

Aged   &  Blind   Male  75+ 

Disabled    Ftemale  65+ 

Diabled   Mile  65+ 

Institutional    Aged,   Blind,   Disabled 
Intermediate  Cfeire   facility  II  65-7^1 
Intermediate  Cfere   facility  II  75-8H 
Intermediate  Qa.re  facility  II  85+ 
Intermediate  Ctre  facility  I  65-7^1 
Intermediate  Qsire  facility  I  75-8Jt 
Intennediate   dare   facility  I  85+ 
Skilled    Nursing  65-7^1 
Skilled    Nursing  75-8U 
Skilled    Hjrsing  85+ 

Nursing   Home   Certifiable   in  Community 
Aged   i  Blini    Ftemale  0-75 
Aged   &  Blind    Ftemale  75+ 
Aged   4  Blind   Male  0-75 
Aged   4  blind   mie  75+ 
Disabled    Ftemale 
Disabled   Male 


CY    1985 


78.06 


361.82 


351.96 


FY   1986 


CY   1986 


8i|.09 


378. ?2 


319.05 


FY    1987 


CY    1987 


88.i)9 


86.  13 

91.87 

109.67 

86.13 

80.68 

107.79 

58.11^ 

61.99 

79.13 

80.  12 

88.15 

170.86 

80.  12 

90.  18 

136.51 

907.95 

1,032.53 

1,083.53 

952.98 

1,  157.01 

820.13 

952. 98 

1,212.72 

1,027.39 

395.31[b] 


391 .  1 1 


FY    1988 


111.  13 

119.81 

125.83 

86.55 

90.88 

95.12 

131.97 

111.72 

118.80 

95.68 

100.  H6 

105.19 

117.58 

123.16 

129.63 

111.02 

151.22 

158.78 

115.50 

152.78 

160.111 

118.59 

12i).52 

130.75 

78.00 

81.90 

86.00 

193.08 

202.73 

212.87 

135.81 

112.60 

119.73 

112.96 

118.61 

121.51 

271.  12 

281.68 

298.91 

188.  27 

197.68 

207.57 

111.01 

m8.06 

155.16 

1,869.13 

1,962.90 

2, 

,  061 .  05 

1,811.85 

1,933.91 

2, 

,030.6H 

1,890.27 

1,98i(.78 

2 

,  081 . 02 

1,850.98 

1,913.53 

2 

,010.71 

1,873.15 

1,966.81 

2 

,065.  15 

1,899.32 

1,991.29 

2 

,  091 .  00 

Source:      California   Eepartment   of  Health   Services,    fate   Eevelopnental    Branch, 
Sacramento,    CA,    1985,    1986,   and    1987;   S/H10  Demonstration    Projects. 
Unpublished    data,    1987. 

[a]  The    1986  SCAN  rates   reflect  a  difference    in   the   addition   of  $2.57  for 
dental    (95J  of  $2.71),  ani    the  removal    of  the   SSI/SSP  offset   of  the    LTC 
certified    rates.      The  above  rate  is   established   at  95t  of  fee-for-serv  ice 
equivalent    costs. 

[b]  Estimated    rate  at    >i.5%  increase. 

[c]  Excluded   Medicaid   members  who   were   in  institutions   or  wsre   nursing   home 
certifiable  or  »<io   needed   long   term  care.      Oregon  rates  were  based   on  95T 
of  the   AAPCC  for  welfare  members  developed   by  HCPA  and   was  $38  pmpn.      The 
rate  shown   includes   the  combined   Medicaid   and   Medicare   rate.      The    1987 
rate   is    based    on    the   actual    AAPCC  and    forecast   demographics. 

[d]  Minnesota   rates   for   the    first   half  of    1986  remained    the    same  as    1985. 
Rates   for   the   FY   1987  reflect  a  5J  increase   over  FY   1986.      FY    1988  rates 
are  5t  above   FY    1987. 
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vdio  later  required  long  term  care  services  were  required  under  the  Medicaid 
contract  to  receive  them  fron  the  County  SSD  contract.  AFS  estimated  that 
approximately  1,200  to  1,500  individuals  would  be  eligible  to  join  under  the 
contract,  but  imfortunately.  Kaiser  Permanente  had  a  lew  enrollment  response 
with  only  108  enrollees  at  the  end  of  24  months. 

AFS  established  a  carposite  rate  for  Medicare  Plus  II  based  on  95  percent 
of  the  AAPCX:  for  welfcire  members  for  edl  Medicsire-covered  heedth  care  services 
including  hospitalization  and  physician  care  (see  Table  14) .  The  contract 
specifically  excluded  all  chronic  care  services  not  provided  vmder  Medicare 
and  exclixied  einy  Medicaid  member  certified  to  need  chronic  care  services  vpcn 
initiaiL  enrollment.  Any  Mediceiid  member  needing  chronic  care  services  after 
enrollment  in  the  S/HMD  received  such  services  from  the  Multncmah  County  Agiiij 
Services  program. 

Seniors  Plus.  The  Minnesota  State  Department  of  Human  Services  developed 
a  contract  with  Seniors  Plus  for  voluntairy  enrollment  by  Medicaid  members, 
initially  in  Hennepin  County  and  ea^anded  to  cover  the  seven-county  S/HMD 
service  area.  Even  though  the  state  approved  the  program,  the  counties  also 
had  to  approve  the  project  before  marketing.  Ramsey  County  did  not  approve 
the  project  until  March  1987,  and  three  other  counties  did  not  agree  to 
participate.  Start-v:?)  was  delayed  in  Hennepin  County  vmtil  July  1985,  and 
seme  counties  started  even  later. 

At  the  same  time  that  Seniors  Plus  was  being  organized,  the  state 
Medicaid  program  developed  another  demonstration  project  for  prepaid  health 
care,  vAiich  tested  mandated  enrollment  but  excluded  long  term  care  coverage. 
This  program  ircluded  Seniors  Plus  as  one  of  many  HMD  options.  Marketing  for 
this  Medicaid  demonstration  was  handled  under  a  private  contract  eurrangement. 
As  a  result  of  possible  ccxifusion  between  the  S/HMD  and  this  demonstration, 
the  delay  in  start-vp,  and  a  poor  response  by  Mediceiid  members  to  Seniors  Plus 
marketing  efforts,  only  22  members  enrolled  during  the  first  24  months. 

The  Medicaid  contract  with  Seniors  Plus  provided  for  a  ccnplex  ce^itation 
rate  based  on  level  of  care  needs  within  the  eligibility  categories  of  aged, 
blind,  and  disabled  (see  Table  14) .  Individuals  living  in  an  institution 
(either  intermediate  care  level  I  or  II  or  a  skilled  nursing  horoe)  were 
eligible  to  enroll  and  received  a  hi^er  rate.  Individuals  living  in  an 
institution  vAio  spent  down  to  the  state  Madiccdd  eligibility  level  were  also 
eligible  to  join  the  S/HMD.  Individuals  living  in  the  canunity  v*io  were 
nursing  hone  certifiable  also  received  the  institutional  rate.  Those 
Minnesota  Medicaid  recipients  who  were  in  nursing  hones  received  100%  of  the 
per  diem  rate  for  the  facility  and  care  level  v*iere  they  were  residing.  If 
such  individucils  spent  down,  the  state  would  pay  the  per  diem  rate  minus  the 
spend-down  amount.  For  those  individuEils  residing  in  the  ccnimunity  v4io, 
after  enrollment,  were  admitted  to  a  nursing  hcmne,  the  state  agreed  to  pay  80% 
of  the  per  diem  rate  for  the  facility  after  the  first  90  days  of  care.  Prior 
to  this,  the  S/HMD  would  be  responsible  and  for  the  20%  of  per  diem  not 
covered  by  the  state.  The  state  also  attached  a  sliding  scale  provision  to 
the  rate  for  those  individuals  in  the  ccnimunity  v*lo  were  nursing  home 
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certifiable  based  v^on  the  percentage  of  the  total  Medicaid  nunibers  in 
relationship  to  the  totcil  number  of  nursing  hcaite  certifiables.  This  provision 
lowered  the  payment  rate  as  the  percentage  of  Medicaid  to  the  total  increased. 

SCAN  Health  Plan  (SHP) .  At  SHP,  the  state  had  a  contract  with  the 
California  State  Department  of  Health  Services  to  provide  Medicadd  services  to 
aged,  blind,  or  disabled  Medicsdd  recipients  in  three  categories:  public 
assistance/cash  grant  recipients,  medically  needy  with  no  share  of  cost,  and 
eligibles  certified  for  nursing  hcn»e  care.  A  contractual  arrangement  with  the 
medically  neec^  spend-down  category  was  not  authorized  during  the  first  two 
years  of  the  contract.  Rates  were  established  on  the  basis  of  95  percent  of 
fee-for-service  equivalent  costs  for  all  Medicaid  benefits  for  each  s^arate 
eligibility  category  with  age  and  institute oreil  adjustments  (see  Table  14). 
SHP  also  had  lew  Medicaid  enrollment  with  only  221  during  the  first  24  months. 
California  was  disappointed  with  SHP  enrollment,  but  since  the  state  was  not 
sharing  any  financial  risk  for  the  Mediceiid  enrollees,  it  had  little  at  stake 
in  the  outcome  of  the  project. 

Elderplan.  The  Elderplan  Medicaid  contract  with  the  New  York  City 
Department  of  Social  Services  was  limited  to  Si;?plemental  Sectirity  Inccme 
(SSI)  recipients  (estimated  at  74%  of  the  total)  and  persons  eligible  for 
mediccd  assistance  only  (estimated  at  26%) ,  and  exclixied  those  vftio  v4io  spent 
dcwn  to  Medicciid.  The  Medicedd  agency,  however,  eillowed  individu2LLs  to  use 
their  spend-dcwn  to  purchase  the  S/HMD  premium  and  other  medical  expenses  and 
then  to  exhaust  their  spend-dcwn  requirements,  after  vAiich  Elderplan  would  pay 
the  remciining  costs.  The  New  York  contract  had  a  unique  feature  in  that 

^         Medicaid  eligibles  v4io  joined  the  S/HMD  were  guaranteed  six  ncnths  of 

^         eligibility. 

The  handling  of  the  spend-dcwn  clients  became  an  issue  because  Elderplan 
charged  Medicaid  on  a  fee-for^-service  basis  for  these  individuals.  In  June 
1986,  the  New  York  State  Department  of  Social  Services  formally  urged 
Elderplan  to  enrollee  those  individuals  v4io  were  spending  down  by  having  them 
pay  for  the  premium.  Medicaid  officials  believed  that  by  charging  Msdicciid 
for  the  spend-dcwn  clients,  Elderplan  created  billing  problems,  did  not  test 
the  capitation  concert,  and  charged  Medicaid  more  than  would  otherwise  have 
been  charged.  Elderplan  apparently  argued  successfully  with  the  state  that 
the  protocol  called  for  a  fee-for-service  payment  for  spend-down  clients. 

The  New  York  State  Medicaid  capitation  rate  was  based  on  the  costs  of 
providing  the  basic  core  of  Elderplan  services,  additional  Medicedd  services, 
reimbursement  for  administration,  meinagement  information  system  (MIS) 
develcpnent  and  operations,  and  an  inflation  factor  over  the  previous  year. 
The  New  York  Medicaid  reimbursement  rate  was  a  carposite  rate  for  eill 
eligibility  categories,  for  institionalized  and  ccmmunity  recipients,  and  for 
10  percent  of  the  severely  disabled  (see  Table  14) .  The  Madiccdd  rate  was 
beised  on  the  estimated  costs  of  four  ccnponents:   (1)  the  actueiried  estimate 
of  the  cost  of  hospital  days  incurred  beyond  the  Mediccure  Part  A  benefit 
(estimated  at  42%  for  Medical  Assistance  only  hospital  days  and  at  10  percent 
of  the  SSI  hospitcd  days) ;  (2)  eill  chronic  ceire  costs  for  long-term  inpadred 
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enrollees;  (3)  apprcpriate  shcire  of  case  ineinagement  costs  and  a  share  of  the 
overall  administrative  costs;  eind  (4)  eill  other  non-4fedicare-covered  costs 
(e.g. ,  drugs,  c^jtometry,  eyeglasses) .  The  rate  was  developed  by  Brandeis  and 
Elderplan  using  disability  estimates  frcm  the  1977  Current  Medicare  Survey 
with  rate  adjustments  for  inflation  (Leutz  et  al.,  1985). 

In  1986,  Elderplan  and  the  state  found  a  20  percent  severely  disabled 
rate  for  Mediceiid  enrollees  in  Elderplan  in  the  first  18  months,  so  the 
ocBoposite  rate  might  have  been  estimated  at  too  low  a  level.  Since  the  actual 
utilization  experience  of  this  group  had  not  been  examined,  however,  no  change 
was  made  in  the  rate  fonnula  for  1986  and  1987.  Instead,  an  inflation 
adjustment  factor  was  used  to  increase  the  rates. 

The  New  York  State  Department  of  Social  Services  ccnplained  about 
Elderplan 's  failure  to  meet  its  enrollment  projection  of  700  Mediceiid  members, 
since  only  106  Medicaid  members  had  been  enrolled  at  the  end  of  1986.  As 
noted  above.  New  York's  concern  was  that  the  state  was  sharing  the  risk  at 
approximately  a  20  percent  rate  and  yet  its  proportion  of  the  membership  was 
only  4  percent  at  the  end  of  the  first  24  months.  State  officials  raised 
questions  about  Elderplan 's  marketing  strategy  toward  Medicaid  recipients. 
They  argued  that  Elderplan  should  not  be  marketed  to  Medicciid  members  in  the 
same  way  as  to  Medicare  members.  Ihey  believed  that  Elderplan  should  have 
developed  improved  marketing  materials  that  erophasized  access,  quality, 
personal  attention,  and  guaranteed  coverage  to  address  the  ccncems  of  the 
over-65  Medicaid  popalation.  In  addition,  it  was  recanmended  that  Elderplan 
contact  the  over-65  Medicciid  population  personally  in  senior  citizen  centers. 
Social  Security  offices,  and  housing  projects.  Ihere  was  little  evidence  that 
Elderplan  made  this  effort  to  bring  in  Medicedd  patients,  but  some 
presentations  were  made  at  senior  centers. 

Elderplan 's  marketing  effort  and  provider  services  generally  were  not 
focused  vAiere  most  Medicciid  recipients  received  their  primary  ceure  services. 
In  fall  1986,  a  New  York  state  study  of  primary  care  utilization  patterns  in 
the  Brooklyn  etrea  shewed  that  most  elderly  Medicciid  recipients  utilized 
mediccil  care  frcm  clinics  in  the  Bay  Ridge-Sunset  Park,  Flatbush,  and  Central 
Brooklyn  neighborhoods  instead  of  from  private  physicians.  It  was  suggested 
that  Elderplan  should  concentrate  on  establishing  adequate  hospital  clinic 
linkages  and  possibly  satellite  centers  to  attract  Medicciid  recipients  in 
these  neighborhoods.  Elderplan  expeinded  its  primeiry  Ccire  to  the  Ocean  Park 
area  in  1987,  and  hoped  to  add  new  members  throng  this  arrangement. 
Elderplan  argued  that  the  Medicaid  martet  is  difficult  to  enroll  and  feiiled  to 
respond  to  all  its  marketing  efforts,  inclining  direct  mail  and  telemarketing. 

FINANCIAL  EFFECTS  OF  THE  S/HM3  PRCOECIS  CH  THE   SP^JSOPS 

The  revenues  and  losses  of  each  S/HMD  had  an  inportant  inpact  on  its 
sponsor/partner.   Althou!^  the  S/HMD  was  only  one  project  located  within 
Kaiser  Permanente  Northwest,  its  $13  million  in  revenues  represented  4.6 
percent  of  total  KFHP  and  KFH  revenues  ($280  million)  in  1986.  As  noted 
above.  Kaiser  Permanente  Northwest  ei^jerienced  a  sli^t  loss  of  revenues  in 
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1986.  Ihus,  the  fact  the  S/HMD  project  did  lose  money  on  its  Medicare 
covered  services  was  prcblematic. 

Seniors  Plus  was  one  of  10  products  sponsored  by  GHI,  with  less  than  1 
percent  of  GHI's  tot2LL  membership.  Seniors  Plus  revenues  of  $3.5  million 
r^resented  2.5  percent  of  the  total  GHI  revenues  in  1986.  Ebenezer  received 
about  $.6  million  in  revenues  from  Seniors  Plvis,  or  2.6  percent  of  its  total 
revenues  in  1986.  Therefore,  the  revenues  fran  the  S/HMO  represented  small 
prcportion  of  toted,  revenues.  On  the  other  hand,  the  Seniors  Plus  losses 
were  of  concern  to  the  sponsors  because  both  were  experiencing  their  own 
financial  prctolems  unrelated  to  the  S/HMD  project.  While  the  second  year 
losses  of  Seniors  Plxos  were  limited  to  $.5  million  with  HCEA  assumii^  most  of 
the  remaining  losses,  the  total  Seniors  Plus  loss  of  $.9  million  in  1986  were 
of  surprise  and  concern  to  both  GHI  and  Ebenezer  managers.  These  financial 
losses  were  considered  not  only  a  lost  opportunity  but  a  potentisd  f  inancied 
liability  for  the  sponsors  in  the  future  vAien  they  assume  full  financial 
risk.  While  GHI  and  Ebenezer  agreed  to  continue  the  S/HMD  demoinstratiQn  at 
full  financial  risk  beyond  the  first  30  months,  they  reduced  the  level  of 
effort  in  marketing  and  instituted  greater  controls  on  queuii^  those  with 
disabilities  and  controls  on  program  utilization  arri  expenditures  after  the 
first  18  months  of  the  project. 

Elderplan's  revenues  of  $6.6  million  represented  12  percent  of  the  total 
$55  millicai  in  MJGC  revenues  in  1986  (but  these  revenues  were  not  included  in 
the  total  MJGC  revenues) .  While  MJGC  contributed  to  Elderplan  to  cover  the 
startt?)  costs  for  the  first  30  months,  Elderplan  made  contributians  to  MJGC 
in  bringing  in  new  revenue  to  MJGC's  nursing  hcsnes  and  hone  care  prograns. 
MJGC  had  a  net  loss  of  $2.8  million  in  1986,  v*iich  had  to  be  covered  by 
private  fund  raising  efforts.  Thus,  the  MJGC's  initial  investment  in 
Elderplan,  primarily  throun^  loans,  r^resented  a  sizeable  effort.  The  1986 
Elderplan  total  losses  of  $3.4  million  were  even  greater  than  those  losses 
experienced  directly  by  MJGC.  While  HCEA  assumed  the  majority  of  the  initial 
losses  and  MJOG  assumed  $.5  millicxi  during  the  second  demonstration  year, 
such  large  losses  in  the  future  r^resented  a  serious  potential  problem  for 
MJGC.  Elderplan  has  increased  its  enrollment,  has  met  its  vitilization 
targets,  and  has  made  major  changes  to  control  its  costs. 

The  imeiqjectedly  hi^  initial  Elderplan  losses  have  necessitated  a 
reevaluation  of  the  future  of  the  demonstratian.  MJGC  has  various  options, 
including  to  find  a  partner  or  a  buyer  for  Elderplan  or  to  discontinue  the 
demonstration.  Whether  MJGC  could  find  a  partner  or  a  btyer  for  Elderplan 
may  depend  on  a  number  of  factors  described  by  Goran  (1981)  including:  the 
promise  of  a  reasonable  rate  of  return  on  investment  in  the  future;  the 
liquidity  of  the  plein;  the  ability  of  "th^  plan  to  attract  eind  medntadn 
members;  evidence  of  management  capability  to  achieve  its  utilization 
tairgets;  and  a  sound  business  plan.  Discussions  were  xmderway  with  potentieil 
joint  venture  partners  at  the  time  this  r^xart  was  written. 

SHP  was  the  only  plan  that  r^resented  a  major  portion  of  its  sponsor 
(SCAN)  organization's  budget  and  activities.  SCAN,  with  no  capital  of  its 
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cwn  for  start-vp,  had  to  rely  on  a  $1  million  loan  frcm  St.  Mary  to  initiate 
SHP.   In  1986,  SHP  reported  $8  million  in  revenues  vAiile  its  parent,  SCAN, 
had  only  $1.9  million  in  revenues.  Tlie  SHP  losses  of  $1.2  million  in  1986 
would  have  been  a  ccamplete  threat  to  the  f  inemcicil  survivcil  of  SC3^  if  SHP 
had  been  at  full  financial  risk  during  the  initial  period. 

Initial  losses  at  SHP  were  significantly  hii^ier  than  expected  by  either 
SCAN  or  St.  Mary.  Althcw^  SCAN  was  limited  in  its  financieil  ability  to 
contribution  to  SHP,  St.  Mary  was  in  a  position  to  assist  SHP.  St.  Maiy 
reported  a  7  percent  increase  in  revenues  over  the  previous  year  and  $46 
million  in  fixed  assets  net  accumulated  depreciation  in  1986.  VDiile  SHP 
represented  only  a  small  proportion  of  St.  Mary's  budget  (3  percent  of  St. 
Mary  revenues  in  1986) ,  jt  did  contribute  to  St.  Mary's  income.  In  February 
1987,  St.  Mciry  agreed  to  defer  the  debt  payments  of  the  principed  and 
interest  because  of  the  financicil  problems  experienced  by  SHP.  [13]   In  1987, 
St.  Mary  also  determined  that  it  was  willing  to  assume  full  financial  risk 
for  SHP  during  the  final  period  of  the  demonstration,  if  scrae  substantial 
changes  cculd  be  made  in  SHP  benefits,  and  operations  vMch  would  make  SHP  a 
more  financieilly  viable  operation. 

In  retrospect,  the  ^xansors/parent  organizations,  except  for  Kaiser, 
r^xjrted  that  they  did  not  vmderstand  the  potential  f  ijiancial  problems 
involved  in  sponsoring  the  S/HMD  demonstration  projects.  All  four  of  the 
organizations  that  undertook  the  demonstrations  e}q)erienced,  during  the 
initicil  period  of  the  demonstration,  some  une^^jected  form  of  financied 
problems  unrelated  to  the  demonstration.  These  financial  problems 
contributed  to  the  pressure  for  the  S/WMDs  to  achieve  greater  efficiency  as 
the  sponsors  went  into  the  period  of  full  fineuxiiad  risk. 

DISCUSSION 

All  of  the  S/HMDs  (except  Kaiser)  overestimated  their  total  revenues 
because  of  lower-than-expected  Medicare  and  Medicaid  enrollments  during  the 
first  30  months  of  operation.  Low  revenues  and  hi^  administrative  costs 
related  to  S/HMD  start-up  were  problematic  for  the  new  HMDs  (Elderplan  and 
SHP) ,  as  well  as  for  Seniors  Plus.  The  S/HMDs  underestimated  the  marketing 
effort  needed,  and  marketing  costs  were  especially  hi^  for  the  three  S/HMDs 
with  low  enrollments  as  they  attertpted  to  reach  their  enrollment  goals. 

All  the  sponsors  were  having  at  least  seme  financial  difficulties 
unrelated  to  the  S/HMDs  and  (exc^Jt  for  KP)  underestimated  the  overall  cost 
of  undertaking  the  demonstration  project.  Sponsoring  agencies  of  any  new 
S/HMDs  that  may  be  develc^)ed  in  the  future  should  be  financially  sound, 
should  understand  the  costs  of  initiating  such  a  demonstration,  and  should 
make  a  clear  management  eund  f  inancied  decision  that  the  organization  is 
willing  to  make  a  commitment  to  such  a  project. 

The  problems  of  hi^  service  costs  for  the  two  S/HMDs  (Elderplan  and 
SHP)  that  were  newly  formed  HMDs  were  caused  in  part  by  hi^  acute  and 
ambulatory  utilization  and  as  well  as  hi^  expanded  care  costs.  The  two 
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established  HMDs  (KP  and  Grotp  Hecilth)  that  added  the  S/HMD  projects  as  new 
products  to  their  existing  service  plans  appeeired  to  be  better  able  to 
control  costs.  The  exc^jtion  to  this  was  the  hi^ier  acute  care  costs 
reported  by  KP.  In  part,  the  HMD  sponsors  were  cible  to  develop  budgets  based 
on  peist  ejqserience,  emd  were  able  to  econcjnize  by  xosing  their  existing 
service  delivery  networks  and  physicians  e^qjerienced  in  controlling 
utilization  euid  ejqjenditures. 

Elderplcin  eind  SHP  had  no  eiqjerience  in  delivering  prepedd  ceure  or 
experience  on  vAiich  to  base  their  financial  budgets  and  utilization 
objectives.  Ihese  organizations  had  limited  capitcil  for  start-i:?)  and  the 
start-i:^?  costs  represented  major  financial  efforts.  Ihe  fact  that  two  long 
term  Ccire  organizations  were  able  to  develop  into  HMDs,  eilthou^  limited  to 
the  elderly,  emd  deliver  services  within  a  short  st2irt^v;p  period  was  rather 
remarkable  eind  demonstrated  the  ccramitment  of  the  organizations  and  the 
individual  project  directors  and  their  staffs.  While  the  prcblems 
encountered  in  building  new  HMDs  frcm  long  term  care  organizaticns  were 
eiqjected,  the  difficulties  rciise  questions  about  the  rationade  of  such  an 
approach  for  the  future. 

If  an  organization  wishes  to  beccmne  a  S/HMD,  the  first  stage  is  to 
develop  an  HMD,  viiether  a  new  HMD  or  a  partriership  arrangement  with  an 
established  HMD  like  the  Group  Health  eind  Ebenezer  eunrangement.  After  a  new 
HMD  is  formed,  it  must  make  choices  about  vAiether  or  not  to  serve  the 
Medicare  population,  and  if  so,  viiat  type  of  arrangement  to  make  with  HCEA 
regarding  contractucil  cost  or  risk  etrrangements.  All  of  these  organizational 
and  management  decisions  must  precede  the  development  of  a  S/HMD.  The 
difficulty  of  this  task  mast  be  underscored  for  long  term  care  organizatioais 
considering  this  process  in  the  future. 

The  ultimate  test  remains  of  v*iether  the  four  established  S/HMDs  can 
beccroe  viable  financial  organizations  or  product  lines  within  larger  HMD 
organizations  and  survive  etfter  the  S/HMDs  assume  full  financial  risk.  Will 
the  S/HMDs  be  able  to  bring  their  administrative  costs  into  line  with  those 
of  more  established  TEFE^A  HMDs  and  will  they  be  able  to  control  xitilization 
and  ejqjeniitures  at  the  level  attained  by  their  ccnpetitors?  Will  the  S/HMD 
members  become  increasingly  disabled  and  in  need  of  long  term  care  services 
to  the  extent  that  the  S/HMDs  will  not  be  able  to  control  long  term  care 
expenditures  within  budgeted  levels? 

Several  options  are  available  to  the  four  established  S/HMDs  to  become 
more  financieilly  viable.  One  is  to  reduce  benefits  and  to  control  access  to 
long  term  care  services.  The  risks  in  this  approach  are  clear  because  the 
S/HMD  benefits  are  alreac^  viewed  as  limited  in  comparison  to  the  potential 
costs  of  long  term  care,  even  thou!^  their  benefits  were  greater  than  the 
TEFRA  HMDs.  Reductions  in  benefits  may  make  the  S/HMDs  indistinguishable 
from  TEFRA  HMDs  and  only  increase  marketing  problems.  Another  option  is  to 
redefine  the  prxDduct  as  a  hi^-cption  benefit,  coupled  with  a  lcw^<:ption 
TEFRA  plan  within  an  HMD.  This  approach  may  mate  the  product  more 
understandable  and  marketable.  A  third  option  is  to  increase  the  extent  of 
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financial  risk-sharing  with  S/HMD  providers,  inclxjding  the  long  term  care 
providers,  and  vise  greater  financial  incentives  for  S/HMD  providers  to 
control  costs.  Ihis  effort  would  shift  the  risk  away  from  the  sponsors  and 
tcwcird  service  providers.  Other  options  eire  to  reduce  provider  reimbursement 
rates  and  increase  administrative  efficiency.  These  options  along  with  other 
approaches  may  be  tested  by  the  S/HMDs  over  the  next  demonstration  period  and 
will  be  the  subject  of  the  next  project  evaluation. 

SUMMftRY  FINDINGS 

o   Medicare  Plus  II  ejq)erienced  a  net  balance  of  $650,000  in  revenues  over 
expenses  during  its  first  22  months  on  its  chronic  care  but  an  overall 
loss  of  $854,000.  Ihe  other  S/HMDs  reporter}  net  losses:  Elderplan,  $5.4 
million;  SHP,  $2.7  millicn;  and  Seniors  Plus,  $1.5  million. 

o   Medicare  Pl\is  II  from  the  outset  of  the  demonstration,  agraTnyvj  the 

financial  risk  for  all  Medicare-covered  services,  vAiile  HCEA  assumed  the 
financial  risk  for  chronic  care  services  covered  for  the  first  18  months. 
Ihe  other  sites  limited  their  initial  financial  risk  to  $425,000-$750,000 
during  the  first  30  months  of  the  demonstration.  HCFA,  along  with  the 
Minnesota  and  New  York  Medicedd  programs,  agreed  to  cover  any  remedning 
financial  losses.  After  the  S/HMDs  (except  Medicare  Plus  II)  reached 
their  initial  financial  risk  ceiling  early  in  the  demonstration  period, 
they  had  little  incentive  to  restrain  costs  since  HCFA  and  two  state 
programs  were  paying  the  remaining  costs. 

o   All  S/HMDs  were  able  to  keep  their  hospiteLL  utilization  rates  close  to 
their  target  levels  and  lower  than  the  average  Medicare  fee-for-service 
utilization  rates.  SHP  had  hi^ier  hospital  admission  rates  and  Elderplan 
had  longer  hospital  lengths  of  stay  than  the  other  S/HMDs  and  ccnparable 
TEEE^A  HMDs. 

o   Overall,  hospital  ejqjenditures  represented  a  hi^  proportion  of  the  total 
S/HMD  budgets,  ranging  from  23  to  27  percent  of  the  total  expenditures  at 
three  S/HMDs  to  43%  at  Medicare  Pli;is  II  and,  thxas,  were  key  to 
controlling  costs.  The  two  new  HMDs  were  less  able  to  control  these 
costs  than  Seniors  Plus.  The  hi^  expenditures  at  Medicare  Plus  II  were 
not  understood. 

o   Elderplan  and  SHP  had  hi^er  ambulatory  care  encounter  rates  than  the 
S/HMDs  that  were  established  by  HMD  sponsors  (Mediccire  Plus  II  and 
Seniors  Plus)  and  other  TEFRA  HMDs.   These  hi^er  encounter  rates,  in 
part,  led  to  hi^er  expenditure  rates  than  desired,  althou^  their 
ei^jenditures  were  within  budgeted  levels.  This  was  not  surprising 
considering  the  difficulties  Elderplan  eind  SHP  had  in  establishing  and 
managing  their  new  physician  service  delivery  systems.  Ambulatory  care 
ej^senditures  ranged  $72-88  pnpn,  or  from  19-30  percent  of  toted  S/HMD 
expenditures. 

o   Chronic  and  ejq^einded  care  service  utilization  patterns  vetried 
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substantially  acxoss  sites.  Elderplan  utilized  more  heme  health  and 
coitiinunity-based  long  term  care  services,  vAiile  SHP  xitilized  more  nursing 
hone  services  than  the  other  S/HMDs.  Both  Elderplan  and  SHP,  as  long 
term  care  organizations,  had  hi^er  chronic  care  utilization  than 
Medicare  Plus  II  and  hi^er  expanded  care  than  either  Medicare  Plus  II  or 
Seniors  Plus. 

Case  management  staff  eiqaenditures  represented  a  saivall  proportion  of 
totcil  S/HMD  ejqsenditures  (2-4  percent  in  1986) .  Variations  across  sites 
appeared  to  be  related,  in  part,  to  differences  in  plan  services  and 
benefit  eligibility  criteria. 

Chronic  care  evpenditiires  rates  were  similar  across  the  r,'T*Ds  ($30-32 
pmpn)  except  at  Kaiser  vAiich  was  $21  pitpn  in  1986.  For  ejqjanded  care. 
Medicare  Plus  II  and  Seniors  Plus  had  $21  pnpn,  SHP  had  $31  pnpm  and 
Elderplan  had  $41  pnpm.  When  total  expenditures  for  chronic  care, 
e}q>anded  care,  and  case  management  were  ccnbined,  significant  differences 
in  ejqjenditures  were  found.  Elderplan  ($83  paipai)   and  SHP  ($80  pnipa) 
ei^jenditures  were  hi(^Ter  than  Medicare  Plus  II  and  Seniors  Plus.  Chronic 
care,  expanded  care  and  case  management  services  represented  16-21 
percent  of  total  S/HMD  ei^jenditures. 

Marketing  esqjenditures  r^resented  10  to  14  percent  of  total  costs  (at 
all  but  one  site.  Medicare  Plus  II) . 

S/HMD  total  administrative  expenditures  including  marketing  ranged  frcm 
25  to  36  percent  of  total  S/HMD  costs,  except  at  Medicare  Plus  II  (3.5%) , 
v4io  only  r^xDrted  administrative  costs  for  chronic  cars,   expanded  care 
and  case  management.  Exc^jt  for  Medicare  Plus  II,  these  expenditures 
were  hi^ier  than  those  r^xarted  by  conpeting  TEFE^A  HMDs,  because  of  hi^ 
marketing  costs,  except  at  MedicaurB  II. 

Total  S/HMD  revenues  ranged  frcm  $4.2  million  at  Seniors  Plus  to  $18 
million  at  Kaiser  Medicare  Pli;is  II  during  1985  and  1986,  reflecting 
differences  in  enrollment  levels  and  membership  characteristics.  These 
revenues  were  lower  than  esqjected  because  of  lower  than  estimated 
enrollments  at  all   sites  except  Mediccire  Plus  II.  Of  total  S/HMD 
revenues,  78  to  86%  was  frcm  Medicare,  2  to  5%  was  frcm  Medicadd  (10% 
e3^)ected) ,  and  the  bedeince  was  frcm  private  premiums,  fees,  and  other 
sources. 

Exc^jt  for  Medicare  Plus  II,  the  initiad  losses  by  the  S/HMDs  were  of 
concern  to  their  sponsoring  organizations,  v*iich  were  eill  experiencing 
financicil  problems  unrelated  to  the  S/HMD  projects.  Since  these  S/HMDs 
agreed  to  aissume  full  financial  risk  after  the  first  30  months,  the 
sponsoring  organizations  had  to  make  changes  in  the  projects  to  Icwer 
costs.  All  sponsors  were  ccmmitted  to  continuing  the  demoTstration 
project  and  were  facing  decisions  about  the  future  viability  of  the 
projects  beyond  the  demonstration  period. 
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The  financicil  and  personnel  rescurces  necessary  to  establish  a  viable 
S/HMD  project  are  greater  for  long  terro  care  organizations  than  for 
established  HMDs.  Future  projects  are  nost  feasible  for  established 
TEFRA  HMDs  or  for  partnerships  between  an  established  HMD  and  a  long  term 
care  organization. 
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NOTES 

[1]  The  start-L?)  cxsts  that  should  be  reimbursed  by  HCEA  have  also  been  an 
issue  of  discussion  between  sites  and  HCFA,  during  the  period  frxaa  the 
fall  of  1983  until  the  S/HMDs  began  operation  in  1985.  HCEA  disallowed 
approximately  $160,000  in  start-i;p  costs  and  $32,000  in  amortization 
expenses  at  SCAN  after  the  first  axidit,  including  eiqjenses  for  Ictbyirg 
costs,  interest  rates,  fund  raising,  legeil  services  and  out-of-area 
travel.  These  discillcwances  were  disputed  by  SCAN  and  the  final 
settlement  was  not  completed  by  June  of  1987. 

[2]  In  general,  the  two  Seniors  Plus  partners  agreed  to  a  50-50%  division  of 
the  initial  risk.  An  added  provision  was  developed  in  the  partn^n^iip 
agreement,  however,  to  protect  Ebenezer  Society  frcm  large  losses  due  to 
adverse  selection.  Ihis  agreement  was  to  conopare  the  health  status  of 
those  enrolled  to  the  estimated  status,  and  make  adjustments  in  the  share 
of  risk  for  large  deviations  at  the  end  of  the  initial  first  year, 
although  this  agreement  was  never  iitplemented. 

Seniors  Plus  established  a  risk-stabilization  fund  and  a  reserve-for- 
contingencies  fund.  Seniors  Plus  estimated  a  reduction  in  hospital  and 
physician  utilization  that  would  reduce  overcdl  project  costs.  It 
estimated  a  targeted  cost  reduction  of  $12.42  pnpn,  v*iich  was  applied  to 
each  enrollee  category  in  relation  to  its  AAPCC  factor.  Ihis  resulted  in 
following  estimated  reserves:  $10.31  for  ccnimunity  Medicare  only;  $17.51 
for  canraunity  Medicaid;  and  $25.59  for  institutional  enrollees.  The 
jj^  funds  were  to  be  divided  into  the  risk-stablization  fund  and  the 

reserve-for-oontingencies  fund  on  a  50-50%  basis.  If  a  savir^s  occurred, 
the  funds  would  be  used  to  increase  benefits  or  lower  premitmis  gradually 
in  future  years.  Ihe  reserve-for-oontingencies  fund  was  cdso  to  be 
funded  only  in  the  case  of  surpluses  for  increased  costs  related  to  the 
increasing  age  of  the  members. 

Seniors  Plus  actually  established  its  risk-stabilizatiorVcontingency 
fund  at  a  rate  of  $17.80  pnpn,  but  this  was  later  reduced  to  $11.14 
pijpn.  The  S/HMD  claimed  this  as  a  expense  cti  its  expenditure  report  and 
accumulated  these  funds  in  a  restricted  5.5%  money  market  account. 
IXiring  the  same  period,  it  was  borrowing  money  for  operating  ej^jenses  on 
its  line  of  credit  at  11.5%.  Beginning  in  1986,  HCFA  e^jproved  a  move  to 
cash  out  the  restricted  fund  to  a  regular  cash  account  so  this  loaney 
could  be  used  for  operating  expenses  rather  than  borrowing  money  at 
11.5%.  Therefore,  Seniors  Plus  no  longer  claimed  this  expense  in  1986. 
Seniors  Plus  borrowed  over  $600,000  from  the  bank  vAiich  was  guaranteed 
by  GHI  and  Ebenezer  during  the  first  18  months. 

[3]  The  Minnesota  Medicaid  agency  agreed  to  pay  Seniors  Plus  for  80%  of  the 
inpatient  hospital  costs  exceeding  $30,000  for  each  individual  Msdicaid 
recipient  and  the  S/HMD  was  responsible  for  the  remaining  20%  of  costs. 
Beyond  this  level,  the  state,  the  S/HMD,  and  HCFA  were  to  jointly  share 
any  excess  costs  or  savings  for  all  members  enrolled  in  the  project, 
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based  on  the  proportion  of  the  revenues  actually  paid  to  the  HMD  throu^ 
Medicare,  Medicaid,  and  private  premium  dollars.  During  the  first  18 
months,  the  initial  risk  corridor  was  $1,059,322. 

[4]  New  York  law  reqviired  that  Elderplein  maintain  adequate  reserves  to 
manage  retroactive  flxjctuations  in  plan  service  utilization,  adverse 
fluctuations  in  utilization,  and  financicil  loss  due  to  other  adverse 
circumstances.  HCFA  allowed  a  reserve  of  $6.28  per  meanber  per  month. 
Of  this  total,  $1.50  was  to  be  eillocated  to  meet  the  New  York  State 
requirements  and  to  be  used  only  in  the  case  of  Elderplan's  insolvency. 
TiiB  remaining  $4.78  pnpn  would  be  used  to  offset  cost  overruns  during 
the  first  yecu:  prior  to  the  risk-sharing  by  HCFA  and  the  state.  The 
arrangements  for  the  second  year  were  the  same  as  the  first,  except  that 
the  savings  accrued  in  the  reserve  fund  from  the  first  year  could  be 
cairied  over  for  use  in  the  second. 

[5]  California  Mediccdd  charged  SHP  a  fee  for  the  costs  of  covering 
individuals  for  ejqjenditures  beyond  $15,000.  Since  no  individual, 
reached  that  level  during  the  first  year,  SCAN  asked  and  received  an 
elimination  of  this  provision  and  an  increeise  in  its  payment  rate  during 
the  second  yeeir. 

[6]  Two  factors  were  used  to  cedculate  the  Msdiceire  Plus  II  adjusted 

ccnnnunity  rate  (ACR)  for  acute  and  ambulatory  care  services.  One  was  a 
volume  adjuster,  vMch  was  derived  frcm  a  corparison  of  current  year 
projects  including  the  hospital  days,  mediceil  services,  heme  hecilth,  and 
hospice  volume.  Second,  an  intensil^  (time/ccnplexity)  factor  was  vised. 
For  hospitals,  this  was  developed  on  the  basis  of  the  average 
diagnosis-related  grou^)  wei^t  divided  by  the  average  length  of  hospitail 
stay  to  obtain  the  average  wei^t  per  day  for  the  total  Kaiser  population 
and  the  Medicare  Plus  II  peculation.  By  subtracting  the  total  Kaiser 
average  wei^t  per  day  frcm  the  Medicare  Plus  II  average,  an  intensity 
factor  was  developed  for  Medicare  Plus  II.  For  physician  visits,  the 
forecast  was  based  on  the  expected  number  of  visits  times  the  RVU  values 
for  the  over-65  population  in  conparisan  to  the  Kaiser  population  vising 
average  data  fron  a  sairple  of  Kaiser  members  between  1980-82.  In 
addition,  a  welfare  rate  was  estimated  beised  on  peist  utilization 
ej^jerience. 

[7]  Medicare  Plus  II  rates  for  basic  Medicare  services  for  non-welfare  were 
$211  in  1985.  In  1986,  its  rate  for  ejqsanded  care  services  was  $13.73 
Fnpn,  but  Medicare  Plus  II  estimated  expanded  care  services  would  be  $30 
pstpn  in  1987,  because  it  claimed  its  monthly  costs  for  chronic  and 
expanded  care  rose  frcm  $8.74  prpn  in  ^ril  1985  to  $9.14  pnpn  in  Janaury 
1986  and  to  $19.92  in  August  1986  (therefore,  doubled  during  the  18-mQnth 
period) .  Ihe  costs  were  thus  projected  to  increase  at  the  same  rate  over 
the  next  12-month  period.  Medicare  Plus  II  argued  it  was  necessary  to 
increase  the  Medicare  rates  because  it  would  not  be  bringing  new,  younger 
members  into  the  S/HMD  during  the  period  to  spread  the  risk,  liie 
population  enrolled  in  the  S/HMD  would  age  and  use  a  hi^er  rate  of 
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eu^janded  care  services.  Kaiser  held  its  premium  rate  ccostant  (at  $49 
prpti)  for  the  three  years  of  the  demonstration  and  did  not  wish  to 
increase  its  rate.  Therefore,  Kaiser  estimated  that  its  $30  pnpn  vrould 
not  be  adequate  to  cover  the  cost  of  services,  and  that  funds  frcm  the 
benefit  stablization  fund  (BSF)  frtan  first-year  savings  vrould  be  needed 
to  augment  the  HCEA  payment  rates  for  the  last  year  of  the  deroanstration. 

[8]  For  exanple,  the  KP  membership  services  department  had  10  staiff  members 
and  a  coordinator  devoted  to  its  toteil  membership.  Medicare  Plus  II  was 
only  billed  for  50%  of  an  assistant  and  75%  of  a  special  services 
representative  even  though  the  initial  time  spent  en  the  members  was 
reportedly  greater.  The  Medicare  coordinator  only  charged  one-eic^th  of 
her  time  to  Medicare  Plus  II  but  estimated  spending  more  than  50%  time  on 
the  program  in  1986. 

[9]  Using  this  approach,  the  Kaiser  e^^anded  care  revenue  for  1985  was 

determined  by  HCFA  auditors  to  be  $490,337.  Usir^  the  actual  records  on 
ei^anded  care  eiqjenses,  the  total  e^qsenses  for  1985  were  $474,184, 
shewing  a  net  inocroe  of  $16,153,  v*iieh  was  significantly  lower  than  that 
r^xDrted  by  Kaiser  in  its  budget  r^xsrts. 

[10]  Physician  service  costs  were  based  on  the  ratio  of  Seniors  Plvis 
physician  encounters  times  the  total  GHI  pool  of  physician  costs, 
including  salaries,  fringes,  and  malpractice  insurance.  Ihe  number  of 
physician  encounters  for  Seniors  Plus  was  increased  by  20%  (previously 
11%)  to  account  for  the  wei^ting  for  elderly  patients  to  reflect 
differences  in  ccnplexity  and  time  required  to  furnish  services.  Clinic 
services  were  allocated  in  the  same  manner  as  physician  services  except 
the  encounters  were  increased  (weighted)  by  20%.  Ihe  costs  included  all 
administrative  costs  of  the  13  GHI  clinics  including  occa^ancy  and 
nonphysician  staff  Scilaries  and  fringes.  Si:5:port  services,  including 
all  laboratory,  x-ray,  pharmancy,  and  other  services,  increased  by  20%. 
Provider  services  included  all  costs  of  capitated  provider  service 
contracts  times  the  ratio  of  S/HMD  to  totcil  member  subtracting  out 
unrelated  costs  such  as  pediatrics  and  sports  medicine.  HCFA 
recemnmended  eliminating  the  20%  increase  in  support  services  and 
documenting  the  noipersonnel  costs  in  clinic  services. 

[11]  The  total  Elderplan  disallowances  from  the  HCFA  audit  of  the  first  10 
months  of  operation  were  $159,984  frcm  total  net  loss  of  $2,050,538  in 
1985.  MJGC  had  loaned  GMA  $266,471  and  MJGC  loaned  Elderplan 
$1,238,677.  And  in  turn,  Elderplan  loaned  GMA  $81,672,  accordirg  to  the 
1985  HCFA  audit.  The  totcil  disallewed  interest  was  $79,195  for  loans 
from  MJGC  and  Elderplan  to  GMk  and  Elderplan.  A  total  adjiistment  of 
$10,877  was  made  by  HCFA  on  the  amount  allewed  for  payment  to  MJGC 
nursing  hesnes.  The  nursing  hcanes  had  billed  for  $130  and  $165  per  day 
in  the  two  facilities  v*ien  actual  costs  were  r^wrted  at  $127  per  day, 
eind  payment  for  days  of  care  paid  for  but  not  actually  used  were 
disallcwed.  In  addition,  $17,400  out  of  $84,998  in  rent  costs  peiid  to 
MJGC  was  discillewed  because  amortization  of  the  leaise  had  to  extend  over 
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the  life  of  the  iirprovement.  Another  $1,577  in  depreciation  cxjsts  was 
reclassified  as   start-15)  costs.  In  addition,  $62,781  in  contingency 
expense  was  not  eillcwed  to  be  carried  into  the  second  year  and  therefore 
had  to  be  capitalized  as  deferred  expense.  Elderplan  had  the  HCEA  audit 
reviewed  by  its  accountants  Loeb  &  Troper  and  challenged  a  number  of  the 
HCFA  findings  in  the  fall  of  1986.  In  June  1987,  these  issues  had  not 
yet  been  resolved. 

[12]  HCEA  on  its  1985  aixiit  found  that  SHP  had  paid  a  total  of  $155,000  to 

SCAN,  but  its  actual  costs  were  only  $87,000  for  a  difference  of  $67,000, 
primcirily  because  SCAN  had  billed  SHP  for  personnel  positions  that  were 
vacant  during  the  period  and  had  overstated  the  actuzd  saLLaories  and 
fringe  benefits  paid.  The  indirect  charges  to  SHP  by  SCAN  for  other 
sadaries,  consulting  fees,  facilities  operations,  equipment,  and  petty 
cash  were  not  found  to  be  related  and  were  disallowed  by  HCEA.  The 
management  agreement  for  1987  reduced  SHP  costs  to  approximately  $11,000 
per  month.  In  1985,  SCAN  developed  a  management  services  ccaitract  with 
SHP  for  SCAN  to  provide  the  services  of  a  president  and  chief  executive 
officer,  a  fincince  diiiector,  eind  cidministrative  support  services, 
including  an  administrative  eissistant,  executive  secretary, 
receptionists,  and  facilities  coordinator.  The  contract  also  allowed 
indirect  services  at  a  flat  monthly  fee  specified  by  SCAN  with  a  monthly 
reccaiciliation  of  actual  costs  and  the  difference  in  excess  of  10%  billed 
or  refunded  to  SHP  by  SCAN. 

HCFA  and  the  state  also  found  that  SCAN  was  billing  SHP  in  excess  of 
$7,500  for  building  depreciation  on  the  building  owned  ty  SCAN.  As  a 
result  of  the  HCFA  audit,  SHP  also  had  to  repay  $80,000  that  had  been 
withheld  frcra  HCEA  funds  for  reserve  contingenies.  The  totol  SCAN  1985 
audit  finding  was  that  $217,000  should  be  r^Jciid  to  HCEA. 

[13]  The  AAPCC  is  developed  on  the  bcisis  of  four  vmderwriting  factors:  age, 
gender,  welfare  status,  and  institutionad  status.  The  modification  of 
the  factors  was  calculated  by  Brandeis  using  the  1977  Current  Medicare 
Survey  data  (Leutz  et  al. ,  1985) .  The  AAPCC  uses  census  data  for  age, 
gender,  and  the  number  in  instituticais  and  Medicciid  data  for  welfare 
status. 
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